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SETTING A STANDARD FOR YOUR 
COMPANY'S RETURN ON INVESTMENT 
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He Answers Million Dollar Questions— 





Millions of dollars may be at stake in a company’s insurance program. That’s why your 
insurance broker must know his business—and know it well. 

Every account executive at Johnson & Higgins, like the man above, backs up his own 
expert knowledge with the experience of a world-wide network of trained specialists 
in every phase of the insurance business. In this way, year after year, our size has 
proved an asset to corporations and business firms throughout the world. 

Johnson & Higgins account executives have been called on to help plan many million 
dollar insurance programs—and countless others of smaller size. If your company has a 
problem in insurance planning, regardless of size, you can call on J&H for expert help. 


JOHNSON & HIGGINS 


INSURANCE BROKERS—AVERAGE ADJUSTERS 
EMPLOYEE BENEFIT PLAN CONSULTANTS 
63 WALL STREET: NEW YORK 5 


Chicago + San Francisco + Los Angeles + Detroit - Cleveland +» Philadelphia + Pittsburgh - Buffalo 
Seattle - Wilmington - Minneapolis » Atlanta - Vancouver - Winnipeg - Montreal + Toronto + London 
Havana + Rio de Janetro + Sao Paulo + Curitiba + Caracas + Maracaibo + Puerto La Cruz 








THE IAS STUDENT 


Particularly in the field of adult 
education, a school is dependent for its good name upon 
the accomplishments of its students. We are 
proud of the continuing success of thousands of IAS 
students both in business and in public accounting practice. The 
chief purpose of this message is to acknowledge their achievements* 


with respect and appreciation. 


e The very fact that a man has completed a com- 
prehensive home-study course indicates ambition, 
self-reliance, willingness to work hard, and self- 
discipline. Sincerity of purpose is clearly demon- 
strated in that each student pays his own fee. 


IAS students in general are 
exceptionally well qualified 


© Qualities like these are not common today. That 
IAS men and women students possess them to a 
marked degree helps to explain why so many of 
our former students are found among the leading 
accountants throughout the United States and 
Canada. 


to pursue effectively a study 
program designed for adult 
education. They are mature; 
a recent survey showed an age 


range of 18 to 59, an average 
* For one example, more than 3,000 of 


those who passed CPA examinations 
during the eight years 1950-57 had ob- 
\ tained all or a part-.of their accounting 
office jobs. training from IAS. 


of 31 years. Most are married 


and hold responsible 


Many are college graduates; 


12,053 collage gaenones The school’s 24-page Catalogue A is 


available free upon request. Address your 
card or letter to the Secretary, IAS .. . 


enrolled with IAS during the 
eight years 1950-57. 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ° CHICAGO 6, ILLINOIS 
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IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


Contents for September 1958 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


FEATURES — 


SETTING A STANDARD FOR YOUR COMPANY’S RETURN ON 
INVESTMENT—Shows which general ‘bench marks’ can be used 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 


would provide, to the extent required in the ; ati 

business, cost standards, expense budgets, sales in establishing the return factor—Harvey O. Edson. . . . . 4/1 
es profit planning, and programs for THE ADVERTISING BUDGET—An editorial supplement to the article 

capital investment and financing, together with of the same name in the August issue of THE CONTROLLER. . . 416 


the necessary procedures to effectuate the plan. 
A UNIFIED BUSINESS OPERATIONS CONTROL SYSTEM—Using 


2. To measure performance against approved data-processing equipment—Eugene K. Ralph, R. M. Walker, 


operating plans and standards, and to report ; 
and interpret the results of operations to all eae ee. ss Us Wa ae laa a 418 
levels of management. This function includes PROBLEMS OF COST CONTROL UNDER VARYING VOLUME 
the design, installation and maintenance of CONDITIONS—A graphic illustration of the workings of the cost- 
accounting and cost systems and records, the volume-profit relationship to show how costs behave— 
determination of accounting policy and the Franklin ie. ‘Ehmonn 424 
compilation of statistical records as required. ‘ ae SS i os meee wee aoe 
3. To measure and report on the validity of SPECIAL FEATURES 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure PRESIDENTS OF LOCAL CONTROLS OF CONTROLLERS INSTITUTE— 
and procedures in attaining those objectives. SECTION: 11119581959. 5g ce km ee eC 
This includes consulting with all segments of 
aasater wommelile tov polite or action OFFICERS AND TRUSTEES CONTROLLERSHIP FOUNDATION . . . 446 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. DEPARTMENTS 
4. To report to government agencies, as re- CORRESPOMDENGE. 6.040 96 ww w SS sy 5 ee ee ee oe 4) Re 
quired, and to supervise all matters relating 
to taxes. SCANNING THE SCENE—Paul Hagse . . ..... =. +. 409 
5. To interbre aiid report on sis: aides id PAGING THE NEW BOOKS. . ......... . 484 
external influences on the attainment of the 
objectives of the business. This function in- BUDGETING: PROFIT-PLANNING AND CONTROL 
cludes the continuous appraisal of economic Reviewed by Paul L. Smith 
and social forces and of governmental influ- 
ences as they affect the operations of the DATESWAHIEAD.. ..-. ch tn nse OR Ge UR ee eae. oa ASS 
business. 
RESER@CHINOTES, « A) Sees diy Cl eh ee Bee ce le 2 oe 
6. To provide protection for the assets of 
the business, This function includes establish- PERSONAL NOTES . - «7 ee ee ee ee ee 482 
ing and maintaining adequate internal control ARPOOONITIES.: .<- ao ald n ee _ oee  ee ee  eee 


and auditing, and assuring proper insurance 
coverage. 


THE CONTROLLER. Published monthly by Controllers Institute of America, Inc. Editorial office, 
Two Park Avenue, New York 16, N. Y. Publication office, 73 Main Street, Brattleboro, Vermont. 


Second class mail privileges authorized at Brattleboro, Vt., September 1, 1937, under the 
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«2: Via the Phillipsburg Inserter! 


The Spoken Word and the Printed Word trans- 
cend time and space — when Mechanized Mail Processing takes over. Using a Bell & 
Howell Phillipsburg Inserter, Dictaphone Corporation sent plastic Dictabelt records, 
letters and reply cards winging to prospects ‘round the world. At the touch of a button, the 
Phillipsburg gathered and stuffed the three enclosures into envelopes, then sealed, printed 
postal indicia, counted and stacked. What a dramatic promotional “package” — and what 
a tribute to the vacuum feed principle of the Phillipsburg Inserter! 


This Case History selected from hundreds of reports...ask for one in your line of business— 
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HURRAH FOR THE CONTROLLER! 


Editors, THE CONTROLLER: 

We were interested in the article “Rx 
for Unemployed Executives” which ap- 
peared on page 332 of the July issue of 
THE CONTROLLER. There is a great deal 
more to the executive job market than 
would be indicated by that particular item 
and we felt you would be interested in 
certain portions of an article from the 
April 1958 issue of Fortune entitled “The 
Executive Job Market and the Recession” 
by Edward T. Thompson. Portions of that 
article are as follows: 


The number of management men actively 
looking for new jobs has substantially in- 
creased as a result of the recession and every 
month more executives are finding them- 


selves unemployed. Most of them will find 
it much tougher to relocate than they would 
have a year ago. At the same time, more 
top-management positions are open today 
than ever before. . . . 

The same situation—more high-paid jobs 
cpen, fewer middle-management spots—is 
reported by several executive recruiters. 
William H. Megary, executive director of 
Buttrick & Megary in Philadelphia, Pa., 
says his firm has three to four times as 
many jobs listed at $20,000 to $60,000 as 
five years ago, and twice as many as it had 
last year at this time. . . . 

Hurrah for the Controller. Much of the 
hiring, as might be expected, is in the fields 
of marketing and finance. The most press- 
ing need of companies caught in the slump, 
of course, is to maintain sales at a high 
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enough level to keep plants operating as 
close as possible to maximum efficiency, At 
the same time, the campaigns to cut costs 
require the best in financial vice presidents, 
controllers, and other budget people. “These 
were the ones they overlooked in the past,” 
says Bill Megary. ‘The controller is an im. 
portant guy right now.” 


We felt the paragraph, Hurrah for the 
Controller, was a valuable contribution to 
the professional stature of this function in 
its importance to the management organ- 
ization and we were most pleased to see 
Fortune bringing it out. 


WILLIAM H. MEGARY 
Executive Director 
Buttrick & Megary 
Philadelphia, Pa. 


DISCOUNTED CASH FLOW METHOD 
OF FINDING A RATE OF RETURN 


Editors, THE CONTROLLER: 

I was much interested in John van Pelt 
III's comments in the Correspondence 
pages of the March 1958 issue of THE 
CONTROLLER concerning the discounted 
cash flow method of finding a rate of re- 
turn. Mr. van Pelt raises two points as I 
understand him: 1) He says that the 
mathematical principle upon which the 
discounted cash flow rate of return is 
founded, compound interest, is unproved; 
and 2) he states that the measure cannot 
be applied to an autonomous division so 
as to compare the return of an individual 
project with the “trend of profitability” 
of an entire division. 

In his discussion of the first point Mr. 
van Pelt states that the discounted cash 
flow method “. . . presupposes that any 
monies returned will be reinvested over 
the entire life of the project at the rate 
of return arrived at by the formula com- 
putation.” This view is a not uncommon 
error and arises, I believe, from a mis- 
understanding of the arithmetic of com- 
pound interest and of the discounting 
process. Anyone concerned about the 
basic principles of the discounted cash 
flow method might find it helpful to re- 
fer to the first several chapters of E. L. 
Grant’s “Principles of Engineering Econ- 
omy” and to Joel Dean’s excellent article 
“Profitability Indexes for Capital Devel- 
opment” in the February 1958 issue of 
THE CONTROLLER. 

If I understand Mr. van Pelt’s second 
point correctly, he has been trying to use 
this rate of return (discounted cash flow 
method) in a way for which the measure 
was not intended. 


JOHN A. GRISWOLD 
The Amos Tuck School of 
Business Administration 
Dartmouth College 
Hanover, N. H. 
(Continued on page 406) 
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Above: Harrison Storms, right, chief engineer at North American Aviation’s Los Angeles 





division, examines 11” wide engineering-drawing reduction of the company’s rocket- 
powered X-15 made xerographically on XeroX Copyflo 11 continuous printer. Buzz 
Holland, center, manager of photographic and reproduction services, explains process 
to Storms while Mark Keith, reproduction supervisor, holds 24” x 36” original drawing. 
Inset: Ron Crawford inserts a 24” wide original drawing into Copyflo printer, which 
within seconds will deliver a dry, positive print into tray below. 


North American Aviation SA VES *100,000 Yearly 


North American Aviation, Inc., has 
figuratively gone supersonic in the rap- 
id reproduction of engineering prints 
for high-speed aircraft. 

This widely known aviation firm is 
one of the first in its field to install a 
XeroX® Copyflo® continuous printer, 
an ingenious machine that copies thou- 
sands of different drawings in a normal 
working day. Positive prints up to 11” 
wide emerge dry, ready for immediate 
use, at the rate of 20 linear feet a min- 
ute—a print in less than three seconds! 

North American Aviation, Inc., is 
saving more than $100,000 annually 


through automatic xerographic copy- 
ing, easily paying for the equipment 
the first year. 

The Copyflo continuous printer ac- 
cepts original documents or drawings 
up to 24 inches wide and of any length, 
and reduces or enlarges them to a max- 
imum width of 11 inches. Copies are 
on plain unsensitized paper, offset pa- 
per masters, or translucent vellum. 
Originals may be in type, pencil, col- 
ored ink, or on tinted paper, yet copies 
will be precisely like the originals. 

Simply push a button—and copies 
flow. Through versatile xerography— 


+ 





















clean, fast, dry, electrostatic—Copyflo 
printers offer the speediest, most flexi- 
ble, most economical way to get sharp, 
clear copies from all types of original 
documents or from microfilm. 

For complete information write 
Hacow Xerox Inc., 58-125X Haloid 
St., Rochester 3, N. Y. Branch offices 
in principal U. S. and Canadian cities. 


HALOID 
XEROX 
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LITTLE BOUQUETS FROM OUR 
AUTHORS 

‘| I have received considerable re- 
sponse from various people around the 
country following the publishing of my 
article “An Approach to Practical Budget- 
ing” in the June issue of THE CONTROL- 
LER. It has been most gratifying. The 
six author's copies of the magazine you 
sent me have been quickly grabbed by my 
associates. I would appreciate six more 
copies. ... —JOHN F, ROGGE 


TO CUT OR NOT TO CUT 


Editors, THE CONTROLLER: 

The article in the August 1958 issue 
of THE CONTROLLER on “The Adver- 
tising Budget” reached my desk shortly 
after a promotion folder from a national 
magazine in which several points were 
advanced in favor of continuance of ad- 
vertising campaigns during a period of 
recession such as has been experienced 
by many companies during the past year. 

I thought your readers might be in- 
terested in sharing some of the content of 
the folder, which pointed out that by 
cancelling an $83,000 advertising budget 


Forthcoming Seatures 


IN THE CONTROLLER 


Je KEEP THE COST OF YOUR EXECUTIVE HEALTH 
PROGRAM WITHIN BOUNDS 


te AN APPRAISAL OF “REINVESTMENT DEPRECIATION” 


te TECHNIQUES FOR PROJECTING ALTERNATIVES 








the advertiser actually saved less than one 
cent. 

The company referred to (but not 
identified) is reported to have approxi- 
mately 4.5 million shares of stock out- 
standing. By cancelling its advertising, 
according to the promotion folder, it 
could increase earnings 1.8¢ per share, 
but after taxes this would be less than 1¢ 
per share, it is claimed. 

The folder then pointed out that by 
not advertising the firm in question was: 


ies pepeions acceptance of future 
new product ventures 

2. Weakening relations: with present 
customers 

3. Sacrificing the opportunity to attract 
new customers 

4, Dulling awareness of the company 
name 

5. Losing touch with financial com- 
munity influences 

6. Allowing competition to get the 
jump 

7. Losing its hard-earned franchise 

8. Dampening sales force spark 

9. Eliminating opportunities for mer- 
chandising 

10. Losing out on attracting better men 

11. Weakening good supplier relations 





12. Decreasing product recognition 
13. Risking an indifferent press, 


It is well for corporate controllers and 
financial officers to consider carefully the 
question raised by the magazine’s promo. 
tion folder: “Is this really saving?” 

I believe you have done all your readers 
a good turn in presenting the article ip 
your August issue, and I am hopeful that 
it will promote widespread discos 
since there are undoubtedly other view. 
points that can be presented. 


GORDON B. ROCKAFELLOW 
Treasurer & Secretary 
American Bakeries Company 
Chicago, Illinois 


NATIONAL DEFENSE 
EXECUTIVE RESERVE UNITS 


Editors, THE CONTROLLER: 


For the better part of a year I have en- 
joyed reading THE CONTROLLER each 
month. The recent article on ‘‘State Taxa- 
tion of Corporations Engaged in Inter- 
state Commerce” by Paul A. Reck in the 
July 1958 issue was most interesting and 
informative on a problem we have viewed 
with growing concern. 

I would be most interested in learning 
more about the Executive Reserve Units 
mentioned on page 341 of the same issue 
as well as information on Controllers In- 
stitute of America—its requisites and its 
goals. 


ARWIN W. Lisius 
Vapor Blast Manufacturing Company 
Milwaukee, Wis. 


The item on executive reserve units, 
which you mention, was picked up from a 
press release put out by the Office of De- 
fense Mobilization. This release, dated May 
19, 1958, stated that Gordon Gray, direc- 
tor of Defense Mobilization, had author- 
ized certain federal agencies to establish 
national defense executive units in their 
regional offices. This was a change from 
the previous policy under which reserve 
units were organized only out of Washing- 
ton. The basis for this reserve is the Na- 
tional Defense Executive Reserve which 
was established in 1956 and now has over 
1,000 members. We cannot give you any 
specific information on the reserve units 
but we would suggest that you write to 
your local regional office of the Office of 
Defense Mobilization or to the Office of 
Defense Mobilization, Washington 25, D. C. 

Regarding your question about Control- 
lers Institute, our brochure entitled “An- 
swering Your Questions about Controllers 
Institute” should give you most of the in- 
formation you seek. —The Editors 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
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Dollar Leaks in Distribution 

Is your company’s distribution pattern suffering from 
dollar leaks? 

The unseen but costly “high cost of distribution” can be 
particularly burdensome in these cost-conscious days. Dis- 
cussing this subject in a recent issue of Dun’s Review & 
Modern Industry, Charles W. Smith, a senior consultant 
with McKinsey & Company, Inc., and past president of the 
American Marketing Association, presented several points 
based on the experience of major companies which have 
recently announced substantial changes in their operations 
after comprehensive distribution studies. 

In planning a long-range distribution program, Mr. 
Smith emphasizes the importance of realistic answers to 
such questions as the following: 

Does your distribution system serve your customers well? 
Have profit-contribution goals been set at every level? 
Is distribution properly coordinated with production? 
Are distribution facilities up to competitive standards? 


Are distribution personnel carefully selected, thoroughl) 
trained, and well supervised? 


Another question of vital concern to those troubled about 
the cost of distribution, is that of the advertising budget. 
For details we refer our readers not only to page 416 of this 
issue but to the initial article published in the August 1958 
issue of THE CONTROLLER. 


Recruiting Tomorrow’s Accountants: 
The Job Must Be Started Now! 


One of the critical problems facing corporate controllers 
is that of recruiting college and business school graduates 
for the field of corporate accounting. Traditionally, the task 
has been difficult because the emphasis in most high school 
and college courses has been on public accounting rather 
than private or managerial accounting. The complexities of 
the problem have multiplied in recent years because of the 
gteat pressure to induce students to elect courses leading to 
an engineering degree. 

The demand for trained accountants has grown steadily 
since World War II and failure to insure an expanding sup- 
ply would eventually curtail the effectiveness of the ‘nerve 
center’ operations of ail corporate enterprises. The role of 
the corporate accounting department has expanded far be- 
yond historical accounting and auditing procedures and now 
includes forecasting, management planning, budgeting, fi- 


nancial control and taxes. Electronics and office automation 
are creating thousands of challenging positions which must 
be filled by people with accounting backgrounds. Finally 
replacements must be found for middle- and top-manage- 
ment financial executives. 

Recognizing this problem, Controllers Institute of Amer- 
ica several years ago developed, through its national Com- 
mittee on Education, a long-range program to interest high 
school and college students in corporate accounting careers. 

Carried on at both national and local levels, the continu- 
ing campaign emphasizes the transformation of business ac- 
counting from the simple bookkeeping of years ago to 
reliance on interpreted facts and figures for management 
planning and control. 

The Institute’s national Committee on Education pre- 
pared a brochure, “Moving Up in Business—A Look at 
Managerial Accounting.” To date over 7,000 copies have 
been distributed to guidance counselors, deans, placement 
bureaus, and students of all ages. In addition, 13,000 have 
been sold for distribution to students by business firms. 
Earlier the Institute had made an analysis of curricula of- 
fered to students expected to enter corporate accounting. 
Recommendations resulting from the study are the basis of 
activity by the Institute’s local Controls. 

The Institute’s Headquarters has also developed proce- 
dural manuals to assist the local Controls in their contacts 
with students, faculty members and guidance counselors. 
Local contact activities include summer employment for in- 
structors as well as students, plant visitation tours, awards 
of many types to outstanding students, and special “‘educa- 
tion night’? meetings with students and faculty members. A 
number of Controls have organized speakers bureaus to pro- 
vide qualified executives for students meetings, career dis- 
cussions, forums and seminars. 

The success of a program of this type can never be evalu- 
ated in absolute terms or percentages. The Institute has not 
attempted to survey the physical number of graduates enter- 
ing corporate accounting because it has felt that the time 
and money could better be spent in pushing the program 
which it believes to be sound. Indications of success, how- 
ever, are apparent in the significantly increasing number of 
students, high school teachers and counselors, and profes- 
sors who participate in various phases of the program. 

Further recognition of the Institute’s program on behalf 
of corporate controllership was achieved in late August 
when the American Society of Association Executives, in its 
ASAE Annual Awards Contest, conferred an award upon 
the Institute for outstanding activities by membership asso- 
ciations. 

This recognition is a heartening prelude to the activity 
under way as the new academic year is inaugurated. For fur- 
ther details, please note the announcement on page 447 of 
this issue of THE CONTROLLER. Corporate controllers—and 
their firms—should consider carefully the possibility of par- 
ticipation, and the attendant benefits, particularly in further- 
ing the distribution of the careers booklet ‘Moving Up in 
Business—A Look at Managerial Accounting.” 

—PAUL HAASE 
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Today's high-speed business demands the most 
advanced business techniques. That's why 
“get-ahead” businessmen insist on Advanced 
Monro-Matic Calculators. At this minute more 
Monroe Calculators are at work on the desks 
of business than any other make. Today, 
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Setting a Standard 


for Your Company’s Return on Investment 


Harvey O. Edson 


N ESTABLISHING a reasonable return on investment (ROI) at 
| the corporate level and incidentally at divisional and lower 
levels, it is unfortunate that no reasonable set of standards to 
measure the efficient use of capital is available. Essentially, the 
problem requires judgment of a qualitative nature and compari- 
sons with other companies outside, as well as those within, your 
industry. 

If you are going to measure profit in relationship to the 
amount of capital employed, you are obliged to set a standard— 
define your yardstick, so to speak—so that individual company 
experience can be reasonably appraised as to whether manage- 
ment’s use of capital has been good or unsatisfactory. 

The sources ke comparative data of this type are quite good 
and are generally readily available. The Securities and Exchange 
Commission and the Federal Trade Commission publish statis- 
tical data as to assets, profits, and equities of companies by in- 
dustry group and by size group for all corporations reporting. 
Published corporate reports provide data as to specific companies. 

As an example of data available from Federal Trade Commis- 
sion reports, Chart 1 shows the return-on-investment factors by 
industry classification for 1956. As a class, durable goods pro- 
ducers fared better on their ROI (12.04%) than those in non- 
durable lines, which averaged 9.07%. 

It must be recognized that these statistics are, however, much 
too broad to be of real assistance in setting individual company 
ROI targets. First of all, they are composites of all the United 
States manufacturing companies reported—the sample includes 
some 9,000 to 10,000 corporations——and the averages derived 
give no indication of the range of individual company ve. 
ence. Comparisons to such standards alone could be misleading. 
However, the data are possibly of value in appraising directional 
trends in industries and in establishing a minimal level for an 
acceptable individual company range. 

Within your industry you should maintain as much detailed 
information on your competitors’ experience as is available to 
you. This information is derived from published corporate re- 
ports and credit agency data. Primarily your file should contain 
detailed information about profits, investment factors, and return 
tatios on those companies which are the strongest competitors 
within your industry, as well as outstanding corporate examples 
of successful financial management. 

F Chart 2 is an example of individual corporation experience 
ata. 

I believe that comparisons to external managements’ ROI re- 
sults are best based on total gross assets net of valuation reserves 
(although in our* particular case, reports and charts to manage- 
Ment concerning our own trends are based on gross assets before 
deduction of reserves for depreciation). The gross assets base 
here recommended best serves because it is generally available 


* All company references in this article are to Illinois Tool Works, 
Chicago, Ill., in whose employ Mr. Edson was at the time of preparing 
this paper.—The Editors 


Shows which general “bench 
marks” can be used in estab- 
lishing the return factors 


and requires no special interpretation or adjustment and for 
these reasons can be used as a common denominator more satis- 
factorily. 

In establishing company ROI standards, the primary objective 
is to set a sound, realistic operating target, and there should be 
no confusion of purpose with the more conventional measure- 
ment of return on net worth (i.e., the left side of the balance 
sheet, less liabilities). You are measuring return on capital em- 
ployed. Furthermore, the sources of capital may vary significantly 
as a result of individual corporate financial —_ Your com- 
pany, for example, might compare less favorably to other indus- 
tries on a basis of return on net worth entirely as a result of 
conservative financial policies related to borrowing. 

In order to appraise corporate financial policy, it may be of 
value to relate comparative data on a return to net worth also; 
however, these comparisons are of little value in appraising 
operating management's efficiency in its use of capital. 

In maintaining data on specific industry and individual cor- 
porate experience, you will find it of value to reflect both factors 
used in the return computation: 


Sales 
a. Turnover 15 


Total Investment | 


b. Per cent profit to sales = Peers 
Sales 


Each element has its significance in management decisions, and 
the interrelationship of possible combinations to effect a satis- 
factory ROI experience is such that any disregard of the individ- 
ual elements will prevent the implementation of proper action at 
operating levels to achieve the target established. 
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Supply Company, Chicago, Ill., and 
controller of the Illinois Tool Works, of 
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CHART 1 
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SELECTED U. S. 


CHART 2 oe 


RETURN ON INVESTMENT 
1951-1955 
(Before Taxes) 


5-Y ear 
COMPANY 1951 1952 1953 1954 1955 Average 
General Motors 30.4% 28.1% 27.9% 23.9% 30.5% 28.1% 
Du Pont 27.6 25.3 25:3 22.2 24.8 24.9 
Minnesota Mining 23.5 22.6 23.4 21.6 25.4 23.4 
General Electric 23.5 21.8 22.8 18.3 16.6 20.4 
Pepsi-Cola 9.3 15.9 20.0 21.1 27.6 20.4 





Basis) 
1956 Experience 1955 
Turnover ae 
(Sales / Return on Return on 
_Gross Assets) Investment Investment 
x 1.18 12.04% 14.15% 
= 96 = 16.03% 14.98% 
x 99 = 15.35 16.89 
x 1.34 = 13.67 23.94 
Me 1.10 = 13.20 14.51 
4 1.18 = 12.86 11.31 
x 1.81 = 12.67 10.50 
~ 87 == 11.48 12.91 
x 1.36 = 10.61 11.88 
x 1.37 = 10.55 10.63 
x 1.43 = 10.30 10.92 
x 1.19 = 7.50 10.65 
x 1.08 = 9.07% 9.13% 
> 4 1.24 = 14.14% 14.01% 
x 92 = 13.16 13.86 
x 99 = 12.18 12.55 
x 1.48 — 11.54 9.65 
x 1.19 = 10.71 11.63 
x 1.12 = 9.63 9.16 
x 1.88 = 9.40 8.92 
oe 2.52 = 8.57 6.61 
< 1.80 = 7.74 9.28 
x 57 = 6.50 6.67 
x a7 = 6.32 6.25 
x 1.13 = 10.62% 11.48% 
COMPANIES 
5-Y ear 
COMPANY (1951 1952 1953 1954 1955 Average 
Borg-Warner 23.2% 20.9% 19.4% 15.6% 21.1% 19.9% 
St. Regis Paper 72 10.6 12.0 10.0 TES 12.1 
Monsanto 17.3 7.8 8.6 7.6 11.0 10.1 
U. S. Steel 3 es 52 10.1 6.8 12.0 9.2 
Int. Harvester 16.6 8.6 7.5 5.4 8.1 9.0 








WHAT CONSTITUTES A FAIR RETURN? 

With the comparative data as to the experience of others, you 
are now prepared to establish a target for your own company. As 
indicated, there are no pat answers to guide you. 

Generally, the objective should be set high enough to be com- 
petitive within the upper range of experience in your industry. 
The return experience over the period of your business cycle is 
the mirror of management, and you should not be satisfied with 
your company’s performance until its ratio reflects in the upper 
quartile. 

Factors which may limit attainment and prevent the achieve- 
ment of ratios equal to the best companies should be analyzed 
and appraised. In so doing, you will be applying ROI in a very 
practical sense—as a tool of management planning. It does not 
always follow that the industry experience predetermines your 
pattern. Corporate results within an industry can vary widely; 
statistics of individual company data will demonstrate this. 
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In my company’s experience, at least three important elements 
are considered in appraising, comparing, and establishing an 
ROI objective: 


1. Industry sales penetration 
2. Patents and special processes 
3. Competitive conditions. 


1. The penetration of a line within the industry saleswise is 
a very important consideration. Our best divisional experience 
and, for that matter, product-line results are reflected in fields 
where we have attained a relatively good share of the available 
market. If your penetration is in the lower quartile of the in- 
dustry experience, there is little likelihood that your return ex- 
perience can realistically compare favorably with your best com- 
petition. 

2. Patents and special processes of a secret nature will gen- 
erally provide a protected market and profits. Under such cir- 
cumstances it should be expected that your rate of return will be 
higher than the general industry average and possibly higher 


(Continued on page 414) 
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WE WANT WHAT WE SELL 


As makers of fine timepieces, we sell reliability, accu- 
racy and beauty. We want these qualities reflected 
in our Annual Report and other printed pieces. 
That’s why we have Pandick Press do all our printing. 
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than your strongest competitors. This factor of exclusiveness is 
more often related to a product line than to the over-all experi- 
ence. However, the extent of your special lines and/or divisions 
which enjoy patent and process protection will influence the 
over-all experience for your company and must be considered in 
establishing your ROI target. 

3. Competitive conditions within your industry can strongly 
influence the return experience. Within fully matured lines, 
characterized by industry excess-capacity conditions and cut- 
throat price competition, the industry average and that of your 
company will be low and narrow in range. 


DIVERSIFIED COMPANIES 

From the foregoing broad considerations, it becomes apparent 
that, for the diversified company with many product lines and 
varied markets, including both protected and highly competitive 
products, the return factor established must reflect a composite 
of these conditions. 

In effect, the development of your over-all ratio requires that 
you first determine divisional and product-line targets. It follows 
that after deriving your target on such a basis and finding that 
your return factor compares unfavorably with the better com- 
panies, your management is faced with the job of long-range 
planning toward a sounder base in order to measure up to its full 
responsibilities. 


GENERAL CONSIDERATIONS 

Appraisal of each factor, that is, (a) the rate of turnover, and 
(b) the profit percentage and its relationship to external ele- 
ments, can be most revealing. For example, competitive condi- 
tions might be such that the dollar profit to sales ratio is low 
within your industry or product line, in which case your best 
opportunity to maximize the return ratio might rest in achieving 
a higher rate of turnover—that is, a fuller utilization of the fa- 
cilities of production. This could be accomplished through: 


1. Capturing additional sales by marginal pricing (this course of 
action presupposes that additional volume or capacity is pres- 
ently available from your plant) ; 

2. Converting part of the plant to other lines or products, thus 
spreading the investment ; 

3. Controlling more closely the variable elements included in 
the investment total through: 

a. Lowering the receivables outstanding by decreasing the 
collection cycle, and 

b. Controlling more closely inventories and work-in-process, 
thus reducing the funds so tied up. 


Significantly enough, efforts toward cost reduction would affect 
both the turnover ratio and the profit ratio, and therefore must 
be on a continual basis, particularly within competitive industries. 

If turnover is low and the line is in a competitive industry, 
the problem may lie in one of several areas: 


1. Overexpansion. Reduce investment by further diversifying 
products or gradually retiring less efficient equipment. 

2. Inadequate Market Penetration. Generally participation in the 
total market has to be a significant share of that market. Pos- 
sibly pricing methods should be reviewed or marketing ap- 
proach through advertising and sales promotions should be 
stepped up. 

3. High Inventory Balances with Low Turnover Factors and 
Implied Elements of Risk as to Obsolescence and Spoilage. 
These conditions may need tighter control. 


The following example will serve to illustrate the elements of 
control which can be exercised in a program to maximize the 
return experience and to indicate the factors to be considered in 
the planning stage of establishing the return factor at the cor- 
porate level. 
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AB COMPANY 





Total Division Division 
Company B 
(Thousands of Dollars) fs 
Sales $14,000 $4,000 $10,000 
Operating Profit Before Taxes $ 1,820 $ 320 $ 1,500 
% to Sales 13.0% 8% 15% 
Investment: Fixed $ 6,000 $1,000 $ 5,000 
Working Capital 5,200 1,200 4,000 
Total $11,200 $2,200 $ 9,000 
Turnover 1  .... 12 1.8 1.1 
(Investment) 
Return on Investment 15.6% 14.4% 16.5% 


Through the analysis and comparison of the company and its 
divisions, the following additional information may be developed: 


1. Total Company Experience. ROI compares well with other 
diversified companies in its general industry; however, divi- 
sional analysis reveals several areas where an improvement in 
ROI might be attained. 

2. Division A. Products are highly competitive lines; therefore 
little possibility exists of improving the profit ratio. Use of 
capital is very effective, as evidenced by the high turnover 
rate. Also note: fixed-investment turnover of four times in- 
dicates a near-capacity utilization of capital equipment— 


Sales $4,000,000 ae 
Fixed Investment $1,000,000 





and the ratio of working capital employed— 


Working Capital $1,200,000 


— 30% 
Sales $4,000,000 a 





Little likelihood of further improvement of this division’s 
ROI experience makes the 14.4% return a fair target. 

3. Division B. Products sold are a mixture of well-protected 
(patented) and highly competitive lines. 
The utilization of capital as reflected in the turnover experi- 
ence of 1.1 times (comprised of the fixed asset turnover of 
two times and a ratio of working capital to sales of 40%) 
indicates that more effective control of working capital and 
the fuller utilization of the plant investment will improve 
this division’s ROI experience. 
Breaking down the Division B sales and profits into two 
groups, i.e. (a) competitive lines, and (b) protected lines 
and applying the investment factors to each, reveals the fol- 
lowing data: 








AB COMPANY 
ANALYSIS OF DIVISION B RETURN FACTOR 
(a) (b) 
Division B Competitive Protected 
Total Lines Lines 
(Thousands of Dollars) 
Sales $10,000 $6,000 $4,000 
Operating Profit 1,500 480 1,020 
% to Sales 15% 8% 25% 
Total Investment $ 9,000 $3,900 $5,100 
Fixed Plant 5,000 2,000 3,000 
Variable 4,000 1,900 2,100 
Inventories 2,500 1,000 1,500 
Cash—Receivables 1,500 900 600 
Total Turnover 1.1 1.5 8 
Fixed 2.0 3.0 1.3 
Variable 2.5 3.1 1.9 
% Sales to Plant Capacity 90% 45% 
Return on Investment 16.5% 12% 20% 


It is further found that: 


1. Within the protected product lines group (b), only 45% of 
the equipment capacity is being used. 
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9, With a 10% — reduction, sales volume could be doubled 
(determined from a study by the marketing manager). 
3, Excess inventory of $500,000 exists. 


With proper management action to correct the foregoing inade- 
uacies, the protected product lines could show the following 
performance ; 








AB COMPANY 
ANALYSIS OF DIVISION B RETURN FACTOR 
Revised 
Division B Revised 
Protected Lines Division B 
(Thousands of Dollars) 
Sales $7,200 $13,200 
Operating Profit 2,220 2,700 
% to Sales 30% 20% 
Total Investment $6,200 $10,100 
Fixed Plant 1 3,000 5,000 
Variable 3,200 5,100 
Inventories 2,000 3,000 
Cash—Receivables } 1,200 2,100 
Total Turnover 1.15 1.3 
Fixed 1 2.3 
Variable 2.3 
% Sales to Plant Capacity 90% 
Return on Investment 34% 26% 


Going further, by incorporating these adjustments into the 
divisional projections, the ROI objective would more properly 
be as follows: 








AB COMPANY 
REVISED COMPANY ROI OBJECTIVE 
Total Revised 
Company Division A Division B 
(Thousands of Dollars) 

Sales $17,200 $ 4,000 $13,200 

Operating Profit 3,020 320 2,700 
% of Sales 17.5% 8% 20% 

Investment $12,300 $22,000 $10,100 

Turnover 1.4 1.8 1.3 
Return on Investment 24.5% 14.4% 26% 


In this instance, establishing the proper ROI target for the 
company required the analysis of product lines and investment 
utilization within each division before setting the long-range 
goal, which reasonably should be 24.5% rather than the experi- 
enced 15.6%. 


SUMMARY 


In establishing the return factor at the corporate level, the fol- 
lowing bench marks will be generally applicable: 


1, For a total company return, a range of 20%-35% before 

taxes would be considered quite satisfactory. 

. Within protected product lines, a 30%-40% experience 

would be quite adequate over an extended period of time. 

3. Your ROI should be better, certainly, than that of the related 
industry experience indicated on our table. Remember, these 
are over-all averages, and the ratios are depressed by the 
poor, below-average performers. Possibly your industry aver- 
age might be the low point in your desirable range. 

4. Develop individual ROI ratios for the best companies within 
your industry. Conceivably that factor would become the high 
point of your ROI range. . 

5. The more competitive the general conditions within your 
specific industry are, the narrower and lower the probable 
range of ROI will be. 

6. Well-protected product lines, i.e. (a) special arts and meth- 
ods not known to the general trade, or (b) patent protected, 
eel show higher rates of return than more competitive 
ines. 


rh 
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TIMELY TAX READING 


Financial executives who read 


APPORTIONMENT 
AND 
ALLOCATION OF 
CORPORATE NET INCOME 
FOR STATE TAXES 


will agree with the comment of 
The New York Times 
that it helps corporations keep abreast of all 
‘hodgepodge’ tax regulations in every political 
subdivision in which they operate .. .” 


because—of the convenient tabulation of state apportion- 

ment factors and the allocation of a items 
by states 

—of the general analysis of available facts about 
apportionment and allocation factors used by 
states in levying taxes 

—of the definitions of apportionment or allocation 
factors as set forth by statute, administrative reg- 
ulations and decisions, or as established in lead- 
ing court decisions 


$1.50 


($1.00 to members of Controllers Institute) 


MANAGEMENT PLANNING 
FOR CORPORATE TAXES 


written for executives who ask: 


@ What sort of internal organization in a large and de- 
centralized enterprise will assure that tax problems are 
handled most effectively? 


@ What constitutes valid use vs. foolish use of retained tax 
counsel ? 


@ How can the controller or tax man be brought into the 
picture soon enough? 


$4.00 


($3.00 to members of Controllers Institute) 


CONTROLLERSHIP FOUNDATION, INC. 
Two Park Avenue ° New York 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 
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The Advertising Budget 


An editorial supplement to the article entitled “The Advertising 
Budget” which appeared in the August 1958 issue of THE 
CONTROLLER. The supplement is based on a special survey 
and reflects comments from readers of our magazine.—The Editors 


ECLINING SALES by many companies 

during the 1957-58 recession are forc- 
ing their managements to take a second 
look at their advertising appropriations. 
This in turn has focussed attention on (1) 
company policy regarding the use of ad- 
vertising, 1.e., the “why” and “how” of 
such promotion, and (2) the methods by 
which the advertising appropriation is de- 
termined. 


BUSINESS CYCLE ADVERTISERS 

This is especially true of firms whose 
advertising expenditures are computed as 
a percentage of sales, normally sales in 
the past period—annual, semiannual or 
quarter—on which the other budgeted 
items are based, subject to review and re- 
vision as the current budget period pro- 





gresses. Like escalator clauses in wage 
agreements, the percentage-of-sales 


method of determining advertising appro- 
priations appears to work smoothly so 
long as the direction is up; reversing the 
course reveals certain flaws and fallacies in 
the philosophy of directly tying advertis- 
ing with sales. 

The basic objection advanced by critics 
of the percentage-of-sales approach is that 
advertising is a cause of sales, not the re- 
sult. At times when more sales are needed, 
it seems as illogical to reduce the volume 
of advertising as it would be to reduce the 
number of salesmen, or of outlets, or to 
lower their incentive to sell. Since adver- 
tising causes sales, then it would be 
sounder strategy to /crease appropriations 
when sales fall off, or threaten to decline. 
Cutting the appropriation only feeds the 
downward spiral. 

Some executives hold that appropria- 
tions should be reduced in recessions— 
even though the company’s own sales or 
that of the industry may not be adversely 
affected. These “business cycle” adver- 
tisers spend generously for advertising 
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when general business is booming and 
niggardly when general business is de- 
pressed. Justifications cited include: (1) 
Advertising is an expense of doing busi- 
ness and, like other boom-fed costs, should 
be cut before the going gets rough; (2) 
business should spend more liberally when 
potential response by consumers is high, 
but cut back when they are not prone to 
buy; (3) less money may come in, so it is 
prudent to spend less, for whatever pur- 
pose, and (4) the tax laws encourage a 
“feast-or-famine’’ approach to advertising 
outlays. 

This philosophy enlists support in pro- 
portion to the severity and duration of the 
particular decline. It was widely embraced 
in the thirties, when there was a general 
unavailability of buying power, both 
long-term and cyclical. Financial inability 
to continue advertising was an important 
factor with many companies, as was the 
question of ability to meet various other 
costs. Looking backward, it is hard to say 
that curtailment of advertising was not 
necessary and prudent in perhaps the ma- 
jority of cases. 

World War II brought a different type 
of situation, characterized by a general un- 
availability of goods. However, advertisers 
continued their programs at a high level— 
spurred in part by the tax advantage of 
spending “‘five-cent dollars.” Where scar- 
city of goods made it useless and academic 
to advertise a product, many used institu- 
tional advertising to keep their names be- 
fore the public. A common theme through- 
out the period was “Support the War Ef- 
fort,” through savings bonds, conserving 
rubber, saving waste fats, avoiding need- 
less travel, etc. 

Today's recession is unlike either of 
those periods. Goods are plentiful and 
buying power is high. Individuals’ savings 
are at an all-time high. Average family 
income after taxes is also at a record level. 
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Consumer discretionary spending power 
for 1958 is estimated at $180 billion, as 
compared with $153.1 billion in 1955, 
This is the amount of money left after 
food, clothing and other necessities are de- 
ducted from total disposable income. Also, 
there is greater competition for the con- 
sumer’s dollar, increasing the seller's need 
to attract buying attention to his product. 
Examination of such facts would indicate 
that more advertising, rather than less, is 
called for at such a time. 

The recession of 1953-54 is comparable 
in many ways to the current period. In 
1954, sales fell approximately 4 per cent. 
If advertisers in that year had uniformly 
followed the percentage-of-sales idea, ad- 
vertising volume would also have gone 
down. On the contrary, expenditures in all 
major advertising media went up, and the 
total volume of advertising increased over 
5 per cent. This was the first time that any 
such thing had happened; the contracycli- 
cal effect of the increased advertising was 
credited subsequently for making the 
1953-54 recession one of the mildest on 
record and for helping to give business its 
all-time boom in 1955-57. 

A major weakness of the business cycle 
approach is that only a downturn of de- 
pression severity affects all types of busi- 
ness at the same time. Not all economists 
regard the present period as a recession, 
because they find “rolling adjustment” 
more descriptive. Soft goods prospered 
while durables were falling; car sales 
slumped while boats and swimming pools 
enjoyed increased demand. Either the per- 
centage-of-sales or the business cycle ap- 
proach could fall wide of the mark for ad- 
vertisers under such conditions. 


HOW ADVERTISING APPROPRIATIONS 
ARE MADE 

These are only two of several ways in 
which advertising appropriations are 
made. Some of the better-known alterna- 
tives follow: 

All available funds. Advertisers em- 
ploying this method, usually new compa- 
nies below the break-even point or de- 
sendent for sales on advertising, put all 
they can afford into advertising. The net 
result is much the same in the case of well- 
established companies which spend for 
advertising whatever is left over from 
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gross profit after deducting other costs 
ind desired profit. While this approach 
has the advantage of setting outside lim- 
itations on spending, it tends to make ad- 
vertising the first expenditure to be cut— 
especially since returns are not precisely 
measurable and bad effects do not register 
4s fast as they do when other economies 
are made. ; 

Competitive parity. What competitors 
spend, either by dollar amount or as a per- 
centage of sales, is the principal guide for 
some companies. A variation consists of 
averaging the expenditures of all, or many, 
of the firms in the same industry; this is a 
common result of cost-of-doing-business 
surveys conducted by some trade associa- 
tions. The danger, of course, lies in the 
fact that companies, like individuals, are 
seldom exactly comparable. They tend to 
differ in size, liquidity, capitalization, ac- 
cess to market, product mix, caliber of 
management, flexibility of operation, 
methods of distribution, etc. Those who 
"follow the leaders” in a game of this 
sort do not make their own budget; it is 
made for them. In consequence, they may 
overspend on advertising, to the detriment 
of profit, or fall short of their potential 
because of underspending. 

Those who subscribe to competitive par- 
ity in advertising expenditures are also 
more likely to ape competitors’ advertising 
methods, Like the company which exhibits 
at a trade show because ‘‘our competitors 
will be there,” they may use up the appro- 
priation without spending it in the most 
effective ways. 

It is uncommon for companies to di- 
vulge their future plans for advertising, so 
the competitive parity approach perforce 
is chained to last year’s budgets—which in 
turn are often based on sales of the year 
before. Hence the amounts appropriated 


) may be quite different from those needed 


for future sales. 

In some cases, the competitive parity 
approach is followed as a means of equat- 
ing the company’s percentage of total ad- 
vertising with its share of the market. This 
tactic is defensive in nature, as contrasted 
with employing advertising as a weapon 
or tool for enlarging one’s share. 

Fixed sum per unit. This is similar to 
the percentage-of-sales approach, except 
that a dollar amount is multiplied by the 
total number of units sold. It is used pri- 
marily for durables, such as appliances 
and automobiles, which have a high unit 
Value and a low rate of turnover. Where 
items are small, as in certain convenience 
goods, a larger quantity, such as a case, is 
often used instead of the individual item. 
Return on investment. The concept that 
advertising is ‘an investment” rather than 
an expense may hinge more on semantics 
than on actual practices of forecasting, 
budgeting and allocation. Taxwise and in 
accounting, advertising outlays are ex- 
Penses and must be treated as such. De- 
spite this, it is demonstrable that adver- 
tising creates good will and has a long- 











“He looks like an expense account, 
but he spends like a minimum wage!” 


range impact, along with other factors, on 
the rate of return. Analysts have often 
demonstrated that a dollar spent on ad- 
vertising, in a particular instance, con- 
tributes ‘'x’” amount to profit. 

In use, the return-on-investment ap- 
proach for advertising appropriations is 
like that of determining other components 
of the capital budget, in terms of strategy 
and objectives, possible other uses for the 
money, the risks involved, and so forth. 
In this context, advertising achieves a stat- 
ure consonant with its function and the 
sums involved, far more than is the case 
where the percentage-of-sales or fixed- 
sum-per-unit method is followed. 

Research-objective or “task” method. In 
essence, this comprises fixing a sales or 
profit objective and then determining how 
much advertising is needed to achieve the 
goal within the budget period. All the 
standard forecasting and budgeting pro- 
cedures are employed, resulting in agree- 
ment between the advertising manager or 
agency and top management that (1) the 
target is realistic, and (2) the means, i.e., 
the advertising program, is the right gauge 
to attain it. Those who spend the adver- 
tising money have the same challenge and 
Opportunities to explain and justify their 
proposals as do their fellow executives 
who plan comparable expenditures for 
plant, equipment or personnel. 

According to some authorities, the re- 
search-objective approach for advertising 
becomes more reliable and fruitful if com- 
bined with other promotional and sales ef- 
forts into an all-over marketing program, 
of which the advertising and the advertis- 
ing appropriation are components. 


THE CONTROLLER.............. 


The research-objective or marketing- 
program approach, or the return-on-invest- 
ment method, cannot be “‘scientific’’ in the 
same sense as budgeting for equipment, 
payroll or other items which are truly 
measurable and more predictable. Estimat- 
ing how much it will cost to produce 
1,000 or a million items is more or less 
simple arithmetic; how much they will 
cost to sell depends in turn on the pro- 
gram recommended by the advertising 
manager or agency. Market analysis, pref- 
erence polls, sampling, pretesting and 
other devices and techniques have done 
much to minimize risk in advertising ex- 
penditures, but advertising remains an 
“intangible” for a’ that. 

This does not gainsay the utility of a 
budgeting-type approach. Especially in a 
period of declining sales, these methods 
focus management’s attention on the job 
which advertising must do. They also help 
management understand and weigh the 
potential loss of sales or markets, should 
advertising not be done in sufficient vol- 
ume or with accustomed flair. 


TRANSIENCE OF THE PRODUCT 

The case for maintaining, or increasing, 
the advertising appropriation in periods of 
declining sales rests on factors which vary 
from industry to industry. One of the most 
important of these is transience of the 
product or the market; today’s lost rental 
of a hotel room cannot be recovered to- 
morrow, and this year’s crop of infants 
will not need layettes in 1959. Another 
compelling factor is transience of the ad- 
vertising message; repetition and _ fol- 


AAA 


(Continued on page 444) 
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A Unified Business Operations 
Control System 


Eugene K. Ralph 
R. M. Walker 
H. M. Wyllie 


flexibility to cope with organizational 
changes is another essential. As the needs 
of the business change, there are separa- 
tions or consolidations of activities which 
modify reporting or information-furnish- 
ing patterns. Data processing must supply 
the tools any management arrangement 
may require; however, in order to accom- 
plish this, the systems should be flexible 
enough to cope with the changes without 
interruption of the over-all operation. 

To insure smooth transition, the entire 
system must be conceived in sufficient de- 
tail to recognize the place into which each 


Bon t oreo od. se F 1 en 

The primary requirement in the appli- 
cation of new methods is understanding, 
acceptance, and active participation of va- 
rious levels of operational management. A 
healthy atmosphere of evolution, avoiding 
the evils of revolution, must be created. 

Another requirement is the establish- 
ment of an authoritative control group re- 
sponsible for program implementation. 
Management must be kept informed of 
the necessary changes and be willing to 
put them into effect. 

Consideration for maintaining sufficient 
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Using electronic 
data-processing 
equipment 


piece fits in the final pattern. The initial 
planning phase or preprogramming study 
is, therefore, extremely critical and cannot 
be handled without enlisting the aid of all 
affected parties. The question as to 
whether the plan will be worth the time, 
effort, and money can only be answered in 
terms of the collective application of all 
our knowledge and ingenuity. 
Presuming the equipment has now 
reached the stage where its capabilities 
have been proven, the proper organization 
of people to make practical use of com- 
puters in business data handling is the 
only missing element. 
It might be argued that no single plan 
for data processing could possibly be 
adapted to divergent types of business op- 
erations. However, this plan is not a de- 
tailed one in which specific application 
techniques are involved. It is an over-all 
basic framework within which divergent 
types of businesses and their specific appli- 
cation techniques can be developed. 
Since it is contemplated that all business 
functions are converted into a consoli- 
dated data-processing operation, basic 
ground rules must be enforced at the out- 
set. Without this, there is no assurance of 
coordination among the separately devel- 
oped segments of the total system. 
In order to provide information, a great 
deal of study and research must be ex 
pended to devise the means of economi- 
cally handling data and extracting useful 
knowledge from them. This has previ. 
ously been impossible or impractical 
within reasonable limits of time and per- 
sonnel ; however, a completely unified con- 
cept will have this capacity. 


A UNIFIED BUSINESS OPERATIONS 
CONTROL SYSTEM 
It is common for businesses to be or- 
ganized on the basis of numerous func- 
tional units. To support this type of oF 
ganization a complex framework of data 
processing and record keeping is required. 
Each unit's reports and records are geared 
to its particular needs—overlapping tt 
(Continued on page 421) 
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Royal McBee is cutting automation down to size 

















Gives you automatic 
punched-card processing 
with one low-cost machine 


The Keysort Tabulating Punch today cuts automa- 
tion down to size by providing, in just one compact 
unit, everything required for complete punched- 
card processing. With greatest adaptability to a 
company’s size and procedures. And at a rental of 
less than $100 a month. 

Keysort Tabulating Punch code-punches and 
tabulates quantities and amounts in Keysort cards 
... then reads, duplicates and summarizes these fig- 
ures ... simultaneously printing them for visual 
verification. The most versatile machine of its kind 
available. Easy to master, easy to use. In almost 
every area of plant control—job costing; labor dis- 
tribution; inventory; labor, material and produc- 


tion control; sales and order analysis. In service 
organizations and hospitals—in every type of opera- 
tion requiring fast, accurate data processing. 

Contact your nearby Royal McBee Data Process- 
ing Representative, or write us for brochure. 





V ie 

OUTSTANDING FEATURES x Simple operation 
from 10-key keyboard * Punches 2 quantities in 
one operation (dollars-hours, dollars-units, etc.) 
* Simultaneously tabulates all amounts * Reads 
sorted cards, automatically accumulates and totals 
punched amounts * Prints all figures for immedi- 
ate verification * Adaptable to any size work-load 
... to centralized and decentralized operations. 











ROYAL MCBEE 


DATA PROCESSING DIVISION* PORT CHESTER, N.Y. 
WORLD’S LARGEST MANUFACTURER OF TYPEWRITERS 


AND MAKERS OF DATA PROCESSING EQUIPMENT 


NEW KEYSORT TABULATING PUNCH 
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Manual classification, edit 
and/or verification 


Keypunch, keypunch verify and 
transcribe to magnetic tape 


Verify data where necessary 
Assemble sort criteria where required 


Generate transactions for multiple postings 
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Sort transactions to reference 
file sequence 


Record information in reference file 
Process transactions 

Check for exceptions 

Prepare and write-out reports 





Internal and external printed reports 
and magnetic tapes for further processing 
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sponsibilities result in duplications which 
require costly cross references and recon- 
gliations, communications problems per- 
st both with regard to daily activities and 
o the development of consolidated man- 
agement control and financial reports. 

Direct conversion of this complex 
framework to electronic data processing 
requires numerous uneconomical computer 
and peripheral equipment operations with 
small quantities of data processed in each. 
Illustration 1 indicates the basic pattern of 
data processing for each operation. 

This approach frequently appeals to 
management because tangible evidence of 
accomplishment is obtainable with a mini- 
mum expenditure of effort and time. How- 
ever, when application is made in this 
manner, an inefficient total system results. 

Obviously, this functional approach has 
definite limitations both in its application 
to electronic equipment and in its ability 
to perform as the source of complete busi- 
ness information. 

However, there is an approach which 
overcomes these limitations and retains the 
ability to satisfy individual functional re- 
quirements by combining all the various 
functions into a single data-processing op- 
eration. [//ustration II sets forth this ap- 
proach which is termed a ‘Unified Busi- 
ness Operations Control System.” 

All input or source data are funnelled 
into a single set of card transcription, com- 
puter processing runs. This permits eco- 
nomic use of electronic equipment; in- 
stead of multiple small operations at each 
level, there is a single large operation. 

In order to prepare the most frequently 
required outputs without excessive com- 
puter operations, the design of the refer- 
ence file content and sequence is of prime 
importance. A financial account classifica- 
tion system achieves this and is used as 
the basic pattern. Provision for handling 
nonaccounting or statistical data is made 
by deviating from accounting sequence 
and including additional detail. 

The file is divided into segments as in- 
dicated by I/lustration III. It contains a 
perpetual trial balance available in minute 
detail. Transactions are posted directly to 
the specific accounts affected thus eliminat- 
ing the use of the classic journal entry sys- 
tem. 

The main run output is primarily de- 
signed to meet the requirements of day-to- 
day operations. It contains the following 
classes of data: 


1. Current up-to-date reference files 

2. Completed transactions 

3. Generated transactions on magnetic 
tape for re-entry into system 
_ 4. Printed documents and correspond- 
ing punched transaction cards for ap- 
proval, addition of variables and re-entry 
into system 

5. Listings of exception items for man- 
agement review and action 

6. Information documents for external 
and internal distribution. 





ILLUSTRATION Ill 





REFERENCE FILES 


A. Product—Raw and In Process B. Customer Activity D. Employe 
1. Production orders 1. Inventory suspense for billing 1. Employe constants 
2. Engineering orders 2. Back-order status 2. Pay period data 
3. Store or material accounts 3. Accounts receivable 3. Tax information 
4. Outside services 4. Customer statistics 4. Distribution of costs 
5. Customer constants 


Product—Finished Goods 


. Product availability 
. Accounts 

. Customer back-order position b. 
. Quantity movement 
Gross margin data 
. Control 


1 
2 
3 
4 
5. 
6 





Individual data needs are satisfied by 
utilization of proper coding for each input 
document. Specific processing steps appli- 
cable to each type of transaction are iden- 
tified by means of a transaction code. The 
origin and file sequence of each transac- 
tion are identified by proper classification 
codes. Even though transactions are 
grouped for processing, individual identi- 
ties are retained. Those applicable to a 
particular activity can be identified during, 
or segregated after, processing. By the 
media of these codes, detail-supporting 
summaries are available in any required 
manner. 

Illustration IV indicates the processing 
of one of these transactions. Numerous 
Separate routines are required to handle 
the many different types of transactions. 

In addition to the main run, periodic 
analysis and report runs are made to pro- 
vide management with planning and con- 
trol information. To accomplish this, in- 
coming transactions will be cut off. The 
data already in the system will be proc- 
essed through several cycles until all ac- 
tivity for the period under review is com- 
pleted. 

As soon as this ‘cycle down” operation 
is complete, the analysis and report runs 
are made with the following input and 
output data: 


1. Input 
Current year historical file 
Current reference file 
Accumulated current period’s transac- 
tions 
Variable information—budgets, etc. 
Market trends for comparison. 


2. Output 
Trial balance 
Monthly profit-and-loss analysis 
Customer back-order status 
Inventory analysis 
Sales analysis 
Budget vs. actual comparison 
Accounts receivable analysis 
Bookings analysis 
Tax reports 
Financial accounts analyses 
Up-to-date current year historical file. 
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C. Vendor Activity 

Purchase order 

2. Accounts payable 

3. Vendor statistics 

4. Vendor constants F 


E. Financial Data 


1. Profit and loss accounts 
2. Balance sheet accounts 
3. Suspense or interim account 


Statistical 





At the end of each year, a ten-year his- 
torical file will be updated by using data 
contained in the current year reference file. 

The plan herein described represents a 
basic framework within which application 
of electronic data processing can be made 
to any business entity. Its success requires 
establishment of control and coordinating 
groups at authoritative organizational 
levels supported by application groups at 
the operational level. [//ustration V indi- 
cates such groups as applied to a multidi- 
vision corporate entity. 

Dependent upon the particular organiza- 
tional structure, portions of the divisional 
level functions would be centralized at the 
corporate level. A divisional group repre- 
sents the requirement of a single-business 
entity. 

The corporate-level group functions as 
coordinator and consultant for the divi- 
sion-level groups. To assure effective use 
of electronic equipment, its responsibili- 
ties are: 


1. To guide development of divisional 
applications within an optimum basic 
framework . 

2. To standardize record keeping and 
reporting to provide compatible data for 
consolidated information 

3. To establish requirements for cen- 
tralized nondivisional functions 

{. To assist in the establishment of di- 
visional groups 

5. To provide technical or specialist 
consultation of unique applications 

6. To study. new equipment and exist- 
ing applications 

7. To conduct research of new tech- 
niques 

8. To conduct periodic seminars and 
publish bulletins for dissemination and 
exchange of current information 

9. To make recommendations for or- 
ganization or procedure modifications ne- 
cessitated by transition to electronic data 
processing 

10. To make recommendation to manu- 
facturers regarding equipment require- 
ments based on application experiences. 

(Continued on page 422) 
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UBOCS PROCESSING FLOW CHART—PRODUCT AVAILABILITY SUBROUTINE 


NOTE: ‘Fan-out” is a technique for selecting the 
specific group of instructions designed to process 


a particular class of transactions. 


Product availability transactions are illustrated 
here. There can be many other classes of transac- 
tions the processing of which is not illustrated 


here. 


ILLUSTRATION IV 





READ INTO COMPUTER 
TRANSACTION DATA 
FOR PROCESSING 

















READ INTO COMPUTER 
REFERENCE DATA 
FOR PROCESSING 
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PURPOSE: To show processes taken to determine 
if quantity of a single product needed to fill 
a specific order is available in total or part. 


To show processes taken to further utilize the 
same data dependent on availability status. 


To show preparation of data for subsequent use. 
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The division group has similar responsi- 
bilities reduced to meet the lower-level re- 
quirements. This group has the specific re- 
sponsibility for developing and imple- 
menting the over-all division plan. It will 
be required to: 

1. Set up application groups within the 
division 

2. Establish requirements for special 
functions peculiar to the division 

3. Standardize record keeping and re- 
porting within the division 

4. Coordinate activities of application 
groups to insure continuity of divisional 
system 

5. Audit progress of application groups 
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READ INTO UTER 
TRANSACTION DATA 
FOR PROCESS!ON 














6. Approve all programs prior to com- 
puter testing 

7. Develop computer-programming 
techniques and service-type programs. 


The complement of personnel to staff 
the division and corporate groups should 
represent a diversification of talents sufh- 
cient to meet responsibilities. In the case 
of a single entity, the divisional group 
would be expanded to include all responsi- 
bilities of the corporate group. 

The application groups do the detail 
work required for the study, development, 
and implementation of the system. They 
will: 
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IN MAGNETIC TAPE 






1. Analyze and develop input-output 
and reference file information requite- 
ments 

2. Prepare functional and detail-appli- 
cation flow charts 

3. Determine and recommend changes 
to existing procedures 

4. Write and test computer programs 

5. Conduct parallel operations during 
conversion period. 


The staff for each application group 
should consist of at least a programmer 
and a representative from each of the 
major functions affected. In order to ob- 
tain the fullest benefit from the system in 
the shortest time, it is necessary to start 
with an application group for each refet- 
ence file segment. The programmer and 
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at least one of the function representatives 
must remain with their segment until it is 
fully operable. It is impractical for them 
0 work on several segments either simul- 
uneously or in tandem. The divisional 
group can maintain most effective coordi- 
vation when all applications are being de- 
veloped at the same time. 

Illustration V shows the computer op- 
erations as separate activities under cor- 
porate and divisional group control. This 


arrangement is necessary to properly dis- 
tribute available computer time. 

In order to set up the required organiza- 
tion and activate it, the following steps 
should be taken in chronological sequence: 


1. Set up corporate-level control group 

2. Set up division-level group 

3. Engage staff specialists or outside 
consultants 

4, Obtain top-level management ap- 
proval of the UBOCS outlined herein 





UBOCS ORGANIZATION CHART 

















5. Outline tentative time schedule and 
order of application (by division and 
within division by file) 

6. Obtain commitment from division 
top-level management of sufficient per- 
sonnel and approval of time schedule 

7. Conduct indoctrination sessions to 
secure cooperation and promote interest of 
division operations-management personnel 

8. Set up application work groups 

9. Activate by assignment of specific 
tasks. 
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HE FIRST COMMERCIAL ORGANIZATION 

to sign a contract for a large-scale 
electronic data-processing system has just 
come in with a report covering what 
has been accomplished with it. 

In 1952, The Franklin Life Insurance 
Company of Springfield, Ill., concluded 
an exhaustive study of what was then a 
brand new (to business) technique, and 
signed with Remington Rand for a Uni- 
vac computing system. Now, with the 
system in full use since April 1956, sufh- 





Pioneer Electronics User Reports Results 


cient experience has been developed to 
permit an accurate appraisal of results. 
A. C. Vanselow, vice president and 
comptroller, who has been in charge of 
the project ever since the contract was 
placed, said: 

“Virtually all the major objectives 
which we visualized when we decided 
to convert to electronic data processing, 
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ambitious as they were, have been suc- 
cessfully met just two years after the 
system went into ofhcial operation.” 
When Franklin ordered its Univac 
system only the U. S. Government had 
had any experience with high-speed, 
large-scale electronic data processing. 
This meant that the Springfield firm, in 
entering this advanced field as a pioneer 
commercial user, had no precedents to 


(Continued on page 447) 
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Problems of Cost Control 


Under Varying Volume 


Franklin R. Ehmann 


RIMARILY cost control concerns itself with the short-term 
Fralene for operations, but is also present as part of planning 
for long-term. Short-term plans, being based on present facili- 
ties, organization, and volume contemplate fluctuations within 
a moderate range from a normal, and of relatively short dura- 
tion of time. Therefore, for cost control purposes, so-called 
fixed costs are indeed very rigid and are not subject to quick 
change by management decision. Variable costs are most subject 
to control for conformity to plan. Those twilight zone, semi- 
fixed, semivariable costs provide the best hunting ground for 
controlling costs to meet fluctuations in volume. Volume is a 
factor which affects cost. 

Volume, unfortunately, does not always conform to plan even 
though the sales department works hard at “‘sales control.” 
Volume is like a small boy. It won't stay put. It is sometimes 
where it should be, sometimes up, sometimes down. It even 
moves sideways as reflected in changes in product mix. So let’s 
consider the problems of cost control when volume is (1) nor- 
mal, (2) up, (3) down and (4) sideways. 


VOLUME NORMAL 

This is the easiest job of cost control as it consists principally 
of maintaining status quo. It deals with the usual labor, ma- 
terial and expense variances due to efficiency, utilization, and 
unit price or rate. The rules of the game don’t change. The en- 
tire structure is set up so that all parts fit together in proper 
balance. Problems are solved in stride. 


VOLUME RISES 
Business seems to worship, and strives to get, bigger and 
bigger volume. It is the symbol of success and growth and as- 
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Conditions 


A graphic illustration of 
the workings of the cost. 
volume-profit relationship 
to show how costs behaye 


sumed to mean more and more profits. Beat the quota! Beat 
last month’s record! Everybody is happy! Well,—not everybody, 
Grant that, basically, larger volume can produce more profit at 
a faster rate. But there are some new cost control problems, 
which if not well handled, can leave the business with a “‘hang- 
over’ come the “morning after’’ when volume returns to nor- 
mal. Basking in the warm glow of prosperity there is a strong 
tendency to loosen the purse-strings. ‘'Got to spend money to 
make money!’’ Under the influence of this flush feeling of ‘suc- 
cess—lots of sales mean lots of profit—costs “creep in” almost 
unnoticed. 

We put on more salesmen and give extra compensation for 
overquota business, give customers quantity discounts and in- 
crease advertising expenditures (so it goes over the budget!). 
As in Ellis Parker Butler's famous story about “Pigs Is Pigs,” 
some volume-happy salesmen (and managements) gleefully 
accept orders for any and all products in the line in any quan- 
tities and assortment—''orders is orders!” They give scant 
consideration to the relative profitability of the several prod- 
ucts, or the relative demands on plant production capacity. And, 
of course, the customer’s credit is good! “He may be a little 
slow, but he'll pay!” 

We've got to carry larger inventories to service the larger 
demand, accounts receivable increase, payrolls are higher, ac- 
counts payable are higher but—cash is /ower. So we borrow and 
add an interest charge to our costs. 

In the plant we work overtime or add a shift or two with 
inexperienced help, with the attendant lowering of efficiency 
and raising of labor costs, and spoilage costs. True, fixed 
charges such as depreciation, taxes and insurance have already 
been covered. But maintenance of assets is often deferred or 
performed at double time on Sundays. If it is deferred, 
“There'll come a day of reckoning.’ Various other service de- 
partment are overloaded and find it difficult to fulfill their ob- 
ligations to the departments they serve. An example is material 
and supply stores. How costly to delay production through 
failure to deliver material on time! 

Rushing more material and product through the same chan- 
nels causes crowded conditions and consequent probability of 
delays and inefficiencies. Less efficient equipment and methods 
are pressed into service. Not only is quality likely to suffer duc 
to these conditions, but due to pressure and overloading of 
quality control or inspection personnel substandard product is 
apt to be overlooked, resulting in merchandise returns or al- 
lowances and damage to the company’s reputation. 

Everything expands, often out of proportion to the increased 
volume. There is strong pressure to disregard budgets— 
“Can't hold up production because of a little extra expense! 
Got to have more warehouse space, new machinery, etc.! The 
squeeze is put on the supervisors at all levels. They have more 
production to get out, more people to supervise, many of whom 
through inexperience, need more supervision than normal. 
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“Green” supervisors are hired or up-graded. ,The pressure is on! 
Mistakes increase. 
: ‘ ” ce 
Since “the boys’’ are working so hard and we are making 
more profits, it’s only fair to raise salaries and give some bo- 
nuses. Good for morale, you know. 
How much more profit are we making? “Say, this can’t be 
right! With all this increase in business that’s all our profit in- 


creased? Why, that’s less per cent of sales than we made back | 


when.” Much depends on the rate of increase in volume. If it’ 
is slow and steady it can be handled with /ess adverse effect on 
cost and profit. If it is rapid the effect is much greater due to 
insuficient time to plan and digest necessary changes. Again 
like our small boy, who eats too much pie too quickly—he gets 
sick. : ; 

No doubt you can think of other effects—good and bad—of 
increasing volume on cost. But, for sure, it is not all “beer and 


skittles.” 


VOLUME DECREASES 

If you concede that rising volume presents some cost control 
roblems, it will serve as an introduction to the real heavy- 
weight champ of problems of cost control—declining volume. 
In trying to control costs when volume was rising you con- 
cented to increasing costs—not as much as they wanted, mind 
you, but you did “give.” Under decreasing volume, you've got 
to ‘take away.” No longer can they live in the business style to 
which they have been accustomed. (What? No assistant? No 
secretary ?) 


The vicious thing about reducing volume is that usually they ° 


drop in demand for the product brings a price squeeze also. 
So we have these factors to contend with per unit of product: 
Lower price, higher variable or direct costs, and higher fixed 
costs. 

This three-way aor cuts profit per unit. At the same time 
total profit is cut further because there are fewer units sold. 
This makes a four-way squeeze and each factor presses down 
toward the break-even point. 

No matter what kind of accounting presentation you use, the 
fact remains that you cannot cut fofa/ costs in proportion to the 
drop in volume or sales and you are sure to have smaller profits 
or go into losses so long as your business is set up for the cur- 
rent normal volume. 

Yes, declining volume presents tougher problems of cost 
control, “Hope springs eternal in the breast of man!” that vol- 
ume will soon pick up. Resistance to adjustment to realities is 
terrific. It is particularly distasteful to reduce some of the con- 
trollable items of semifixed costs like salaries, and eliminate 
some entirely. It is particularly difficult, if possible at all, to 
reduce items of fixed costs such as carrying charges and upkeep 
of excess physical assets. Again, in order to avoid breaking up 
the production organization, goods are produced for inventory 
beyond planned requirements, tying up capital—perhaps bor- 
rowed. 

When production is finally brought down to current rate of 
sales, many inefficiencies creep into variable costs, so that direct 
margin is reduced, but for reasons opposite to those when 
volume rose. 

Material and supplies may have to be purchased in smaller 
quantities at higher unit prices. 

In the plant we work short time or cut out a shift or two. If 
seniority is a factor, you find that younger men must be laid 
off and older ones kept. Sometimes this means lower-rated, 
lower-skilled men go out and higher-rated men must be as- 
signed to lower-rated work. Your work force is less flexible. 
Despite everything, it takes longer to do the work unless you 
have a highly successful incentive pay system; maybe even 
then. There is an unhurried easy pace throughout the organiza- 
tion. There is a tendency to “find work” for maintenance 
workers and even for direct and other indirect workers. 

Service departments don’t have enough to keep them fully 
occupied, but still must keep a minimum staff. Reductions of 





a, 2—f ren 


o, 























‘It seems to me, Fred, that with 
a closet for each of us, you could avoid 
jamming things into my half of yours!” 


staff are always made from the lower-paid group to maintain 
organization. Conveyors run with light loads. Everything is too 
big except the volume of work. A small volume of work rattles 
around in a big plant, unless you are fortunate enough to be 
able to shut down whole departments, production lines, or 
plants and concentrate volume in other facilities which can be 
operated at efficient capacity, Then you might have extra trans- 
portation or warehousing costs. In any case, some costs continue. 

Remember, when volume rose, more salesmen and advertising 
were needed to take advantage of the opportunities? Well, you 
guessed it! When volume drops, we have to keep all the sales- 
men because sales are so much harder to get and customers 
must be called on more often, etc. It isn’t unusual that even 
more salesmen and advertising and promotional material, etc., 
are needed to keep volume from dropping so much further that 
losses would exceed the cost of the additional merchandising 
effort! 

Under low-volume conditions the pressure is much greater 
to accept any kind of business just so it’s a sale. Small orders 
regardless of high handling costs are welcomed. As they keep 
employes occupied, there is the false feeling of greater volume 
than actually exists. Concessions of various kinds are demanded 
by customers: special packaging, freight allowances, make up 
and keep in stock special products to be shipped and billed in 
such quantities as customer needs, extended credit terms, extra 
advertising allowances, etc. We are discussing cost-volume re- 
lationship only, but don’t forget price reductions in connection 
with these extra costs. 


PRODUCT MIX 

Product mixture can have a very important effect on costs 
and profits. 

It is quite common that, of the various products manufactured , 
by a given company, some products are more profitable than 
others. The greater profit can arise from one or more causes. 
Unusual skill or know-how, special equipment, etc., more eff- 

(Continued on page 426) 
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EXHIBIT | 


OPERATING STATEMENT 
ACTUAL PRODUCT MIX 
Full Capacity-One Shift 




















Normal Day Total Product A 
% of Plant devoted 100% 50% 
% of Output 100% 34.8% 
Units Output 23,000 8,000 

% Sales 
Sales $23,000 100.0 $8,000 
Materials & Expenses 7,800 33.9 2,400 
Direct Labor 8,100 35.2 2,400 

Variable 15,900 69.1 4,800 
Margin $ 7,100 30.9 $3,200 
Fixed Costs 4,800 20.9 2,400 
Profit $ 2,300 10.0 $ 800 





cient layout and other more favorable conditions contribute to 
a lower production cost. Patents, trade names, proximity to 
markets, etc., may act as buffers against severe competition in 
price. Or fortunate sales contacts might serve to keep selling 
costs low. 

Obviously, the more higher-profit products that make up the 
product mix, the greater the total profit. At any level of volume 
and whether it is steady, rising or falling, sales and advertising 
efforts should normally be directed toward promotion of those 
items. True, less profitable, even loss items, are sometimes de- 
liberately pushed for specific reasons such as diversification of 
product line, or to break into a new field or outlet for the 
item, or as a leader item for introducing more profitable prod- 
ucts; but these are unusual conditions and the basic principle 
remains. It is especially important to press profitable items in 
times of low volume. 

Let us consider some of the problems of product mix. As- 
sume a company has one plant with 20 machines and makes 
three products. All 20 machines are alike and each can make all 
three products. On one shift operation 23,000 units are pro- 
duced per day, 8,000 of product A, 12,000 of product B, and 
3,000 of product C. Each unit sells for $1.00 and profit of 10% 
of total sales is earned. 

The daily operating statement shows as follows: 














Average 
per unit 
Units Output 23,000 
Sales $23,000 $1.000 
Materials & Expenses $7,800 339 
Direct Labor 8,100 aon 
Variable Costs 15,900 691 
Margin 7,100 309 
Fixed Costs 4,800 .209 
Profit $ 2,300 .100 


Business was good and they decided to run overtime two 
hours a day so they could handle more business which was 
readily obtainable. They had never figured product costs beyond 
the variable costs, and knew that these were different for each 
of the products, as follows: 


Product A Product B Product C 
Materials & Expenses $.30 $.40 $.20 
Direct Labor .30 .40 30 
Total Variables $.60 $.80 $.50 
Daily Production-units 8,000 12,000 3,000 
% of Daily Production Total 34.8% 52.2% 13.0% 
ieee 8 ||. ee SEPTEMBER 1958 
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Product B Product C 
25% 25% 
52.2% 13.0% 
12,000 3,000 
% Sales % Sales % Sales 
100 $12,000 100 $3,000 100 
30 4,800 40 600 20 
30 4,800 40 900 30 
60 9,600 80 1,500 50 
40 $ 2,400 20 $1,500 50 
30 1,200 10 1,200 40 
10 $ 1,200 10 $ 300 10 


Although normal production of product C was only 3,000 
units or 13% of total, the large margin helped to make up for 
the small margin of product B. The large volume of product B 
helped to take care of overhead—somehow. Product A with a 
nice, comfortable margin of $.40 and 34.8% of volume really 
furnished the profit. In view of this condition they decided 
that expansion in volume should be in Product C with the 
largest margin and orders were booked. 

The two hours daily overtime were devoted to the new orders. 
They found that they could make 3,000 units of Product C in 
two hours, which increased sales by $3,000. An additional cost 
of overtime premium had to be considered, but all fixed costs 
had already been covered. So the new business produced the 
following results: 





Sales 3,000 units $3,000 
Material & Expenses $600 
Direct Labor 900 
Overtime Premium (12 time) 450 

Total Cost 1,950 

Profit $1,050 


After that ‘extra volume’’ order of Product C was completed, 
additional orders for Product B could be obtained, but they 
hesitated to take them because of the low margin. However, 
they concluded that, as there would be no fixed costs, maybe a 
little profit could be made. In two hours extra per day they 
produced 12,000 units and increased sales by $12,000. Here is 
how it worked out: 








Sales 12,000 units $12,000 
Material & Expenses $4,800 
Direct Labor 4,800 
Overtime Premium (2 time) 2,400 
Total Cost 12,000 
Profit 0 


The overtime premium had eaten up the saving of fixed 
costs, so the work was all for nothing. They learned not to take 
any more Product B “extra volume.” 

But if they could sell more of Product A, they should do 
quite well, they believed. Upon securing such orders they 
learned that they could produce 4,000 units selling for $4,000, 
and the figures showed: 








Sales 4,000 units $4,000 
Material & Expenses $1,200 
Direct Labor 1,200 
Overtime Premium (12 time) 600 

Total Cost 3,000 

Profit $1,000 
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EXHIBIT II 
PRODUCT A Entire Production 
























a LJ LJ qT ' qT T | 
5 le 
o] S $3,200 2 
= Z 
A Zz es A y+ 
a Z e ey" 
y > ¥ 
se 
zs a) 
be | 3 
~ 
5 | 
FIXED COSTS Z 
$4,800 | 
z hs 
S12 10% 214 
2 PRICE CUT = 
fe) 4 fe) 
K 4 | > | 
6 < | s 
oF a | 
Z 
$ 1 | 
2 2 fa DIRECT, LABOR 
Ec 6 S Mg | 
“ig Va | MATERIALS AND | 
| EXPENSES l 
1 L i | N 1 
12 12.8 15 16 18 20 21 


3 6 
THOUSANDS OF UNITS 





As a result of these experiences they figured out how much 
each product was contributing to the normal $2,300 profit and 
they learned some interesting information. See Exhibit I. First 
of all, they were amazed to find that each product earned a 
profit in the same per cent of sales, namely 10%, so that Product 
C was not helping to make up for the small margin of Product 
B. Product B took care of as much overhead as did Product C. 
And Product A, with its nice comfortable margin, did not really 
furnish the profit. In fact, Product B made more than half of 
the profit. 

What caused these facts to be so different from what the 
management thought? 

The answer is that the margin for fixed costs and profit can 
be very deceptive. For example, Product C representing 13.0% 
of sales and Product B representing 52.2% of sales each uti- 
lized only 25% of plant capacity. (For simplification, use of 
plant capacity is used to indicate the utilization of fixed costs 
of all kinds.) Therefore, Product C is found to require a fixed 
cost of $.40 of the $.50 margin, whereas Product B requires a 
fixed cost of only $.10 of the $.20 margin. Thus four times as 
many units of Product B can be made with the same dollars of 
fixed costs as can be made of Product C. Since each unit of each 
product makes the same profit—a dime—the more units that 
can be made per dollar of fixed cost, the more that product 
will contribute to we profit. 

They also learned that their most profitable product (B), was 
profitable on straight-time-pay operation, but that it could not 
stand overtime premiums. They found, too, that Products A 
and C could earn substantial profit on an overtime-pay opera- 
tion, although they contributed less profit combined than did 
Product B on straight-time operations at current mix. 

Thus far, we have assumed that the plant was being utilized 
to 100% of theoretical capacity after allowing only for enough 
down time for maintenance and repairs, etc. That. was done to 
develop the overtime pay premium effect. In order to see the 
effects of mix on costs at volumes fluctuating within a practical 
normal capacity for a single-shift operation, let us assume that 
the plant had 25 instead of 20 machines, but that it was normal 
that only 20 machines could be kept busy on the average due 











EXHIBIT Ill ! 
PRODUCT B Entire Production 
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PRODUCT C Entire Production 
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to short-cycle peaks and valleys of orders. Therefore, all fixed 
costs were to be absorbed by a normal capacity consisting of 
the equivalent of production of 20 machines, and our figures 
for each product remain the same as above. 

Exhibits II, III and IV represent the profitgraphs of the re- 
spective product classes if the entire plant were devoted to a 
single class. These charts show the following information: 

(Continued on page 445) 


THE CONTROLLER........... _. SEPTEMBER 1958 





427 








In a talk* before the Pittsburgh Con- 
trol of Controllers Institute of America, 
Arch Patton of the management consult- 
ing firm of McKinsey & Co., Inc. took 
the thesis that all too many companies 
offer adequate financial motivation to 
their executive group, but overlook the 
nonfinancial motivations so critical to 
developing outstanding individual _per- 
formance. 

He cited the example of the ABC Cor- 
poration, a large manufacturer of durable 
consumer goods, which had four sales 
vice presidents, three financial vice presi- 
dents, two manufacturing vice presidents, 
and two personnel vice presidents in a 
period of seven years. None of this turn- 
over resulted from retirement. These men 
either were fired or quit. More important, 
none of the replacements came from 
within the company. During this same 
period the company dropped from first 
place in industry volume to third place 
and was consistently below competition 
in its return on investment. 

The key problem in this situation, ac- 
cording to Mr. Patton, was the president 
who did not permit top management to 
work together long enough to develop a 
practical basis for teamwork. Each man 
hired as a replacement soon recognized 
that it was ‘every man for himself” in the 
company, and acted accordingly. 


* This is a summary of Mr. Patton’s talk. 
The complete version is available by writing to 
him at the Chicago office of McKinsey & Co. 


You Don’t Buy Executive Performance! 


The president tried to “buy” executive 
performance. He paid each vice presi- 
dential recruit whatever salary it took to get 
him to take the job, but he did not offer 
the environment necessary for these men 
to function effectively. He offered the fi- 
nancial motivations, but ignored the criti- 
cal nonfinancial motivations. 


SURVEY FINDINGS 

Mr. Patton said that the fact that the 
highly paid top management of the ABC 
Corporation was outstandingly wnproduc- 
tive appears to contradict the findings of 
a recent survey made by McKinsey & 
Company, Inc., which indicates that high 
compensation and high corporate profits 
tend to go together. He felt that the sound- 
est interpretation of the McKinsey survey 
data is that companies with high executive 
compensation report above-average profits 
because all management chores are well 
done. High compensation alone is not 
enough to produce high profits for com- 
pensation administration is only one of 
the management skills. The impact of fi- 
nancial incentives is greatest when the 
primary executive motivations are work- 
ing effectively and these are largely brought 
into play by nonfinancial incentives. 


LEADERSHIP MOTIVATION 

The most important nonfinancial moti- 
vation is unquestionably leadership, ac- 
cording to Mr. Patton. But there is no 
unanimity as to what, specifically, is meant 
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by leadership. For one thing, a leader 
should give reasons for his decisions and 
set goals to be met. Also, it is important 
to maintain a philosophy of administra. 
tion consistent with the economic climate 
facing the company. 

Chief executives are judged by their 
subordinates in terms of what they do 
rather than what they say, therefore fol- 
low-through is important to make execu- 
tive statements effective. 


LEADERSHIP AND MORALE 

Mr. Patton contended that leadership is 
the amalgam that gives unity to a business, 
providing the emotional vitality called 
morale. Alfred Sloan, who headed Gen- 
eral Motors for many years, once said that 
the mark of a top executive is “... a 
willingness to pay the price of leadership; 
a dedication to the interests of the com- 
pany that rises above virtually all other 
interests.”” It takes great leadership to cre- 
ate in successive layers of management the 
willingness to pay so high a price. The 
leadership principles affecting the chief 
executive are also involved at all levels of 
management, from vice president to fore- 
man. 


TWO LEADERSHIP TYPES 


Mr. Patton observed that there are, 
broadly speaking, two distinct types of 
leadership. One might be called emotional 
leadership. This describes the “‘one man 
operator.” “His decisions are frequently 
intuitive and his appraisal of people is 
generally highly subjective. Such a leader's 
greatest weakness is that he does not per- 
mit sufficient delegation of decisions to 
develop people capable of building the 
business beyond his capacity to supervise. 

Another type of leadership, a ‘‘point- 
the-way” leader, has been brought on by 
the great expansion of companies. The 
point-the-way leader recognizes the need 
for teamwork, His approach calls for spe- 
cific delegation of responsibility to attain 
agreed-upon objectives, which requires 
careful planning of how business is to be 
organized. It also necessitates holding 
executives accountable for their individual 
responsibilities, which involves develop- 
ing financial controls for appraising per- 
formance. 

Mr. Patton felt that there are two as- 
pects to the creation and maintenance of 
an environment wherein executives are 
willing to pay the price of leadership. The 
first aspect is high morale. Morale is the 
positive aspect of leadership. It results 
from the leader setting goals that stretch 

(Continued on page 430) 






THE CONTROLLER * SEPTEMBER, 1958 



































: Short cuts with Recordak Microfilming | 
‘ Latest report on how this low-cost photographic process is simplifying routines : 
: for more than 100 different types of business . . . thousands of concerns : 
ergs pie areiole ee ee cue awees «teen sebelah 
a leader j a 
10Ns and 
mportant 
Ministra- 
c climate 
by their 
they do 
fore fol- 
e execu- 
ership is 
DusiNess, 
y called : 
d Gen. Hundreds of hotel records are 
aid that photographed in 1 minute on a [| 
: ed few cents’ worth of film 
ership; 
he com- 
ll other 
» to cre- 
lent the 
ce. The 
e chief 
evels of 
to fore- 
re are, = No need to keep a written record 
pes of of some 1500 checks cashed daily 
vont | a aa 
le man NY, 
quently 
ople is 3 ; : ; P seer 
: “4 P eG minute or so to check any item in a with a multi-column check-listing 
eader’s me s pe 
ot per- GOODWILL, TRIMS Recordak Film Reader—to see what form. Ends transcription errors, too. 
oat ti Y room the honeymoon couple occu- And it protects the hotel should checks 
ng the RECORD-KEEPING COSTS pied, to spot the businessman’s ever be lost prior to deposit. Small 
oseaie DETROIT, MICH. charge tickets. rr - gr eam ee — 
‘point- The staff of the swank Sheraton- _ Pictures replace hand-written record Pet ins Re 2, i Mic “flr he ig 
on by Cadillac Hotel takes in stride such At. the Sher: adi ee, ee ee 
. The requests as: “We want to stay in the t the ¢ heraton-Cadillac, Recordak ’ ze Ss ; 
aa paca : eal ‘i Microfilming does much more than Whatever your business, it will pay 
a ae ive es iil ac wre ne: ei cut filing space and speed reference. _you to look into Recordak Microfilm- 
— 6 oy pe ant = _— bts hae At least SIX hours of clerical time are ing. Chances are this easy, low-cost 
bere New a ew charges were las saved daily by microfilming the checks photographic method has brought 
. he E At ar te ti R re customers offer in payment. This fast surprising savings to companies just 
sIdine Mi in vas. ae a aller etahpia ; operation (hundreds of checks photo- like yours. No obligation whatsoever! 
ideal ee aes tas eeasaencnhee graphed in one minute) does away ‘‘Recordak’’ is a trademark 
Q : sa 
— records for years back. Takes only a ° eccceeeecces MAIL COUPON TODAY *eccceccccccccces . 
BI a « RECORDAK CORPORATION, 415 Madison Ave., New York 17 ° 
a =RECORDERK * (© Send free copy of “Short Cuts that Save Millions.” ° 
ice a * (J Havea Recordak Systems Man contact me. v9 " 
aS (Subsidiary of Eastman Kodak Company) . a . 
S are os és _ ¢ Name Position. _ 
Phe originator of modern microfilming - ; 
‘, the —now in its 31st year ' Company. Type of business = 
esults * Street ° 
tretch ° City. State : 
, 1958 429 








Vita 


Executive Performance (cominued from page 428) 


the productive capacity of the individ- 
ual; it results from his organizing people 
to take advantage of their individual 
strengths; it results from his providing 
opportunity for people to develop them- 
selves, and recognizing their accomplish- 
ments by promotion to positions of greater 
responsibility. 


LEADERSHIP AND DISCIPLINE 


Mr. Patton added that there is another, 
and often overlooked, aspect to leadership 
—discipline. Discipline is essential to ex- 
ecutive performance because it provides 
the basis for directing individual efforts 
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Did you know that any company—large or 
small—can take advantage of modern data- 
processing methods to cut costs on clerical 


operations like these? 


STATISTICAL provides a service that combines 
automatic procedures with the latest comput- 
ing and tabulating equipment to give you all 


ays 7s 


Where do You STAND 
on Data-Processing? 


toward a common objective. The objectives 
of a company, however, are complex, and 
subject to important variations reflecting 
short-term needs. The constant shifting of 
short-term objectives is what makes the 
attainment of disciplined company team- 
work so difficult. The mere communica- 
tion of the fact that the objective has 
changed, and why, becomes a critical 
problem. 

The lack of discipline in industry is 
often difficult to recognize. Mr. Patton 
felt that there are many reasons for un- 
disciplined executive actions, but prob- 
ably the most important is lack of knowl- 
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the reports you need. You get them faster, 
more accurately and at lower cost—without investing in additional man- 


power and equipment. 


If you have a tabulating department, STATISTICAL can help you cut costs in 
handling your overloads, retrenchments, conversions and special assignments. 


Just phone or write our nearest office. 


STATISTICAL 
facilities now include the 
IBM 650 electronic com- 
puter which opens new 
avenues of cost control to 
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edge. Relatively few companies have 
spelled out their objectives and policies 
clearly enough so they can be put in writ. 
ing. Few concerns have studied the op. 
ganization of responsibilities in sufficient 
depth to be in a position to tell each ex. 
ecutive where his authority begins and 
ends, or how it fits into the over-all pic- 
ture. 

Discipline involves fear, and fear-born 
discipline is a powerful force. The single. 
ness of purpose that discipline engenders 
in wartime is equally potent as a weapon 
on the industrial battlefield. 


WEAKENING DISCIPLINE 


It was contended by Mr. Patton that 
there is good reason to believe that cor- 
porate discipline has weakened consider. 
ably in recent years. The shortage of ex- 
ecutive talent is one explanation. But a 
more important element in the slackening 
of executive discipline is the persistent re- 
laxing of performance standards. 

The key to this declining “performance 
expectancy” lies in bad habits developed 
during the boom of the past decade, such 
as the idea of “‘participation’”’ in manage- 
ment decisions at all levels. The resulting 
“committee approach” to management has 
made it increasingly difficult to assess in- 
dividual responsibility for decisions, which 
has led to less individual accountability. 
It has been easy to relax standards of ex- 
pected performance because it is so diffi- 
cult to appraise realistically the quality of 
individual performance. 

Mr. Patton suggested that one of the 
more useful devices for maintaining ef- 
fective discipline is an executive incentive 
plan. However, an incentive plan is only 
as effective as the blood and sweat of top 
management that goes into its administra- 
tion. This means setting goals for both the 
company and individual executives, devel- 
oping a sound basis for appraising results, 
and fitting rewards to individual perform- 
ance. 

Without leadership, there are no other 
executive motivations worthy of the name. 
Job satisfaction, status, competition can be 
successful motivations in the right envi- 
ronment, but only leadership can create 
this environment. 

Companies, like individuals, can be 
pampered to the point where luxury and 
soft living make them vulnerable to the 
harsh realities of competition. The current 
recession may prove to be a test of the 
quality of leadership that industry has de- 
veloped in the last decade. 

Mr. Patton concluded by stating that 
teamwork in industry is the organized 
effort to bring every bit of corporate 
strength to bear on the attainment of cor- 
porate objectives. But it takes leadership 
to keep these objectives up to date. And 
it takes discipline to see that the necessary 
changes in direction are carried out. This 
is the foundation upon which executive 
performance is built. 
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How many of these Royal advancements 
e does your secretary enjoy? 


None of them... 





e if her typewriter is more than five years old. 


Why does a new Royal Standard turn 
out more work and better work with 
less work than the time-worn ma- 
chines you’re now putting up with? 
Consider these Royal advancements... 
1. Finger-balanced touch... the only 
standard with touch tailored to each 
finger—closest approach to electric 
touch in all standard typing. 


2. Finger-form keys are double- 
molded to cushion fingers comforta- 
bly—shaped to keep fingers from 
slipping off, assuring both speed 
and accuracy. 


3. No-smudge ribbon change... she 
can put in a fresh Twin-Pak in nine 
seconds. Her fingers never touch the 
ribbon. No winding—ever. 


4. No-skip space bar slopes to fit 
thumbs comfortably. Positively 
will not bounce—even at 160 words 
per minute. 


5. Snap-out cylinder takes half a sec- 
ond to remove for cleaning or chang- 
ing. No waiting for service—though 
Royal service is renowned for speed. 


6. Letter-setter—an aluminum rear 
feed roll starts paper with carpenter’s- 
square accuracy ... delivers you from 
slant-lined letters forever. 


7. Lightning carriage return whips 
back at a touch via the positive- 
action line space lever. 


8. Five cheerful colors in pleasant 
two-tones give a lift to your Office, 


match your décor. You choose—and 
you pay not a cent extra. 

This is the typewriter secretaries 
favor—by a margin of 24-to-1. 

There are more Royal Typewriters 
in office use than any other make. 
They spend less time in the repair 
shop and bring more at trade-in time 
than any other typewriter. 


MORAL: Cut costs—trade in your old 
slow-poke typewriters on new Royal 


Standards. 
GYAL 


standard 


Product of Royal McBee Corporation, 
world’s largest manufacturer of typewriters. 
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New Control System Reduces Office 


Paperwork, Back Orders; Speeds Shipments 


Carlton E. Nichols 


President, Nichols & Stone Co. 
Gardner, Mass. 


NTIL RECENTLY, we faced a serious 
U problem in our operation: How can 
we coordinate orders with production and 
shipments, and maintain minimum inven- 
tories of supplies and finished products? 

We felt it best to avoid the temptation 
to lengthen production runs of any popu- 
lar style and finish of our wooden chair 
line. For this reason, we decided that any 
system which we installed should not be 
based on a program of manufacturing for 
stock in anticipation of future orders. 
Such a procedure would require greatly 
increased storage areas, reduce our 
stock-turn, and involve risk of financial 
loss from obsolescence or changes in de- 
mand for different styles. However, we 
recognized that our previous control sys- 
tem resulted in delayed shipments, more 
back orders, customer complaints, and 
the seemingly needless but endless amount 
of paperwork required of the personnel 
in our Shipping Department. 

To improve this situation, we installed 
a new order billing system using Multi- 
lith duplicating equipment and a Keysort 
marginal-notched card system, a product 
of the Royal McBee Corporation. The lat- 
ter enables us to keep close check on or- 
ders and shipments and to adjust our 
production schedules on a day-to-day basis. 
This reorganization of our office proce- 


dures has enabled us to achieve our goals 
without costly changes in our production 
set-up. 

Before we made the installation of this 
equipment, we conducted a spot survey. 
This disclosed that there were, at the 
time, 2,600 open orders, of which 47% 
called for only a single item, 72% 
called for no more than two different 
items, and 87% called for a maximum of 
four different items. Many of these or- 
ders were usually short one item of sev- 
eral contained in the original order. 
Scheduling production and shipments to 
avoid extreme delay in completing ship- 
ments (with unnecessary expense to both 
customer and manufacturer) was a major 
problem. 

The installation of a control system in- 
volving the office duplicator and the 
punched card techniques has enabled us 
to solve many of these problems. The 
over-all results have more than exceeded 
our expectations. Among the major bene- 
fits obtained are the following: 


1. Reduction of open orders by 25 
per cent. 

2. Reduction of the number of ship- 
ments required to fill the average single 
order by approximately 50 per cent. 

3. Effective transfer of control of ship- 
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ments from the shipping department to 
the sales and administrative office. More. 
over, it has greatly reduced the number 
of chairs being held in the shipping room 
waiting for other chairs to be finished so 
that customers’ orders can be shipped 
complete and on waybills showing ship- 
ping weights in excess of 100 pounds. 

4. Ease in matching open orders 
against stock on hand, a vital factor in ef- 
ficient scheduling of shipments. 

5. Improved customer service. 

6. Faster internal processing of order 
and sales data needed by management. 


Briefly, the system works as follows: 
Incoming customer orders are checked for 
credit reference and edited in the sales 
department, then are typed on a Multilith 
master. A separate “Order Master’ is 
used for each complete order and lists 
customer and address, style and finish of 
chairs ordered, quantity and price per 
chair. From this are reproduced the fol- 
lowing forms: 


1. Three acknowledgement copies, one 
each for customer, salesman, and sales 
manager. 

2. One red-printed “Order Control” 
punched card. 

3. As many brown-printed ‘Item Con- 
trol” punched cards as there are different 
styles and finishes of chairs on the order. 
Each card represents only one style and 
finish of chair on a customer’s order since 
it must lend itself to rapid sorting and 
tabulating at various points in our con- 
trol system. 

4. A Waxspot shipping release form. 

5. Shipping labels. 

6. A new “Billing Master” to serve 
later for duplicating invoices in as many 
copies as each customer may require plus 
the copies needed for our own internal 
accounting and commission reports. 


The punched cards are 614” x 7," 
with five holes to the inch along the card 
perimeters. These provide for both se- 
quence sorting and direct sorting for 
maximum efficiency. Daily, new ‘Order 
Control” and “Item Control’ cards are 
keypunched according to style, finish, 
customer code and order number. 

Order analysis reports are tabulated 
and quantities posted daily to “unit analy- 
sis’ reports for fast recapping of data on 
a semiweekly basis. 
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That is where matters stand until we 
receive from our shipper what we call 
“let-down” reports which indicate the 
number of chairs of each style and finish 
which have come down from the finish- 
ing room and are thus available for ship- 
ment. As these let-down reports are re- 
ceived in the sales office, the quantities are 
first posted by style and finish to a work- 
sheet. Next, as many “Item Control’ 
cards, for styles and finishes correspond- 
ing to the chairs shown on the let-down 
reports, are pulled from the file as needed 
to match totals shown on the let-down re- 
ports. ‘Item Control’? cards are then 
sorted by customer number to collate 
these cards with the related ““Order Con- 
trol” cards which indicate open orders. A 
little juggling or matching of available 
merchandise with open orders always 
takes place to reflect particular conditions. 
However, the end result is that items to 
be shipped as indicated on the “Item 
Control” cards are written simultaneously 
in one of five different shipping columns 
printed on the Waxspot shipping release 
forms and the ‘Order Control” cards. 

The shipping release form is then sent 
to the shipper as the authority to ship. 
The “Item Control’ cards are set aside by 
order number for subsequent sales analy- 
sis pending return of the shipping release 
form from the shipper as verification of 
actual shipments. The “Order Control” 
cards are returned to the file if they still 
show open orders, otherwise they are 
discarded or held for special analysis. 

As we said above, the shipper returns 
the shipping release copy to the sales of- 
fice when shipments are actually made. 
He has indicated on this form such in- 
formation as date shipped, routing, way- 
bill number, etc. 

Since one basic form design for both 
orders and invoices is used throughout 
the system, it provides for five different 
shipping and billing columns. Because 
each successive invoice for partial ship- 
ments has been duplicated from a ‘‘mas- 
ter” created from an original “master,” 
it shows a record of original order quan- 
tities, prior shipments, as well as the 
quantities most recently shipped as per 
the latest invoice. Thus each invoice 
shows our customers exactly what the 
status is of merchandise shipped, as well 
as unshipped, on their orders. Customers 
can then advise us, when receiving an 
invoice, whether they wish us to take any 
special action on unshipped merchandise, 
such as increasing the original order 
quantities, or deferring further shipments 
until back-ordered items can be combined 
with chairs on new orders immediately 
forthcoming. 

After the shipping release form has 
served to extract the new “Billing Mas- 
ter” from the open order file, the ship- 
ping release form is then thrown away 
if the order has been shipped complete. 

The last step in our control program 
is the semiweekly analysis and report to 


THE CONTROLLER * SEPTEMBER, 1958 


our executives of sales by style and fin- 
ish. Such information not only indicates 
sales trends, but is essential in the com- 
pilation of “on hand” and “on order’ 
figures for each style and finish. 

These sales reports are McBee “unit 
analysis” multiple-part forms, with Wax- 
spot carbon on the reverse side of certain 
columns so that when ‘week ending” 
figures are written on one set of reports, 
these figures carbon through on a new set 
of reports in columns indicating what is 
on hand and on order at the start of a 
new week. This represents, in our opin- 
ion, a unique trick in systems engineer- 
ing, to eliminate repetitive transcriptions, 





and mechanically to exploit the other 
more obvious advantages of unit analysis 
reports. 

We believe that we have taken a major 
step forward, from the standpoint of ef- 
ficiency and operating flexibility. We do 
not need specially trained personnel in 
the punched-card end of our system, for 
which the recurring expense is principally 
the cost of cards plus machine rental that 
does not exceed $100 a year. 

The new system involves some radical 
departures from our former method of 
Operating our business, but we believe 
that it has more than justified the time 
and expense of conversion. 
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BUDGETING: PROFIT-PLANNING AND CONTROL* 
By Glenn A. Welsch 





Reviewed by PAUL L. SMITH 
Controller 

The Bullard Company 
Bridgeport, Conn. 


The most succinct description of this 
new book may be found in its preface, 
where the author refers to a “compre- 
hensive budget program.” There have 
been many articles written, talks ‘given 
and discussions held on this subject in 
recent years. However, for the most part 
they have treated individual phases of 
the problem. We have here a serious 
effort to gather all the components of this 
complex field and bind them into one unit. 

Probably the most unique feature of 
the book is its employment of an illus- 
trative problem which runs continu- 
ously through the chapters, with all the 
statistical information tying together. 
Thus, one may follow the exact build-up 
of a complete budget step by step with 
no questions as to how any of the data 
was derived. In addition, each chapter is 
followed by a group of discussion ques- 
tions, and at the end are 94 pages of 
problems indexed to applicable chapters. 

If this conveys the impression that we 
are dealing with a school textbook, let 
us say in the same breath that this is 
true and yet it is more than that. The 
author has attempted to be “all things 


* Published by Prentice-Hall, Inc., Englewood 
Cliffs, N. J. $10.60. 
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to all men.” Perhaps because he is a 
professor of Accounting he succeeds 
best in the educational field. Certainly, 
any student at the college or business 
school level would find this an outstand- 
ing reference work. In fact, the author 
remarks that the book ‘‘provides suita- 
ble materials for a formal course in 
either accounting or management.” 

Nevertheless, even a sophisticated con- 
troller will find much of value, if only 
in regaining perspective toward his daily 
problems. The men in general manage- 
ment would undoubtedly be given a 
fresh look at the potentials of budget- 
ing and profit-planning in their busi- 
nesses. Where a company is consider- 
ing, or has decided on, a formal budget 
program for the first time, the careful 
reading of this book by at least the con- 
troller would be of inestimable value. 

Above all, the treatment of the sub- 
ject is complete. In considerable detail, 
the reader is led through both the theo- 
retical and practical aspects of every 
type of budget, from sales and produc- 
tion to balance sheet and cash. Through- 
out, the emphasis is on forming these 
individual pieces into a cohesive plan 
of corporate action. In addition, the 
related fields of breakeven analysis, man- 
agement reporting, variance derivation 
and corporate organization are carefully 
considered. 

The author stresses three points which 
are particularly worthy of mention. The 
first is the importance of responsibility 
accounting in establishing a budget plan. 
As he points out, cost accounting has 
traditionally been more concerned with 
costing production than with cost con- 
trol. This emphasis must be reversed. 
The accounting system must be con- 
cerned first with control and secondarily 
with product-costing. The myriads of 
departmental, divisional and specific ex- 
pense allocations which are considered 
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necessary for accurate product-costing 
can always follow, but accounting must 
not confuse a manager with these highly 
theoretical and uncontrollable expenses 
in its basic reporting of budget per- 
formance. 

Secondly, a chapter is devoted to the 
interplay of budgeting and standard 
costs. Many of those even in the finan- 
cial field fail to have a clear understand- 
ing of the relationship of variable and 
fixed budgeted expense to standard 
costs and the analysis of variances which 
may be derived from each. A thorough 
explanation is given, but the author 
wisely cautions that “reporting both 
standard cost and budget variances may 
be more confusing than enlightening.” 

Thirdly, we should never forget the 
differences between reports of an ex- 
ternal and internal nature. When deal- 
ing with the government and stockhold- 
ers, accuracy is of paramount impor- 
tance. However, ‘the accuracy which 
management requires is only that which 
permits it to reach sound conclusions 
and make sound decisions.” Thus, for 
internal purposes, speed and clarity are 
absolute necessities which may warrant 
tempering the importance of absolute 
accuracy. Many of us fail to realize that 
our internal function is to supply infor- 
mation rather than pulverize figures. 

If the book may be criticized, prob- 
ably some of us will find the language 
just a bit too impersonal. Perhaps it is 
a bit too much to expect humor in a 
treatise on budgeting ; however, it might 
have been flavored by some case studies 
of typical problems with comments by 
actual executives on their solutions. 
Also, the sections on reporting to man- 
agement might have been made more 
realistic with illustrations of interpre- 
tive comments. Finally, I hope none of 
the readers is misled by the use in the 
illustrated problem of a 30% rate for 
federal income taxes or the generous 
dividend policy of 2% of net profits. 

In summary, this is an excellent con- 
tribution to the field of financial read- 
ing. Certainly, it satisfies a real need of 
those responsible for the budget pro- 
gram and those who wish to find out 
“what it is all about.” 

** * * 

Mr. Smith is immediate past president of the 

Bridgeport Control of Controllers Institute and has 


served as a member of the Institute’s national Com- 
mittee on Management Planning and Control. 


IN-LINE ELECTRONIC 
ACCOUNTING, INTERNAL 
CONTROL AND 

AUDIT TRAIL* 


This booklet reports results of a survey, 
by Price Waterhouse & Co. at the request 
of IBM, on the aspects of internal control 
and audit trail encountered in early instal- 
lations of the IBM 305 RAMAC and sim- 
ilar aspects which it is anticipated will 
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arise in the future. The results of the sur- 
vey, as reported in the booklet, should as- 
sist in the installation and operation of 
in-line electronic accounting systems. 


* Published by International Business Ma- 
chines Corporation, 590 Madison Avenue, 
New York 22, N. Y. Gratis. 


EFFICIENCY IN 
GOVERNMENT THROUGH 
SYSTEMS ANALYSIS* 


By Roland N. McKean 


Using water-resource development as 
his leading example, Dr. McKean dis- 
cusses the use of quantitative analysis as 
a means for determining alternative 
courses of action and achieving greater 
economy in government. He examines the 
principles of applying systematic analysis 
to choices in general, employs these prin- 
ciples of comparison of alternative water- 
resource investments, and then surveys the 
opportunities for applying such analysis to 
other governmental activities. The prob- 
lems are illustrated by analyses of the 
Green River Watershed and the Santa 
Maria Project. 

Dr. McKean takes into account several 
specific points that merit consideration in 
the planning of public investments and 
operations. He explores the limitations of 
quantitative analysis and advances the dis- 
cussion of handling time streams of costs 
and gain. In addition, he presents revised 
methods and exhibits for comparing water- 
resource projects, and illustrates how 
quantitative analysis can be used more ex- 
tensively in choosing budget size and 
composition. 


* Published by John Wiley & Sons, 440 
Fourth Avenue, New York 16, N. Y. $8.00. 


DEVELOPING EXECUTIVE 
SKILLS* 


Edited by Harwood F. Merrill 
and Elizabeth Marting 


This new AMA study contains the 
latest information on management de- 
velopment: its background, require- 
ments, and specific tools and techniques. 
Selected material originally appearing in 
The Development of Executive Talent 
(published in 1952) has been revised 
and brought up to date. Many com- 
pletely new company case studies in ex- 
ecutive development are included. 

* Published by the American Management 


Association, Inc., 1515 Broadway, New York 
36, N. Y. $9.00. 
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Here is a pioneering study which discusses and appraises 
the budgeting policies and practices employed by a select 
group of 424 companies as a means of implementing the 
planning and control of operations. 

The 363-page report describes actual budgeting practices 
and shows how they differ from procedures described in 
current literature. This study will aid the management of 
any industry in better understanding and more effective 
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All aspects of the budgeting policies and practices of the 
424 companies are summarized in 
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HE FIRST TOPIC discussed at the second 
| poo of the Production Workshop held 
by the San Francisco Control of Con- 
trollers Institute on April 17, 1958 was 
“Planning Operations to Maximize Prof- 
its.” Harvey V. Oakes and Leonard F. 
Beckers of Crown-Zellerbach Corpora- 
tion gave the addresses on the topic. 

Mr. Oakes, director of distribution 
for Crown-Zellerbach, is concerned with 
such aspects of his company’s activities 
as production planning, transportation, 
warehousing, and inventories. He stated 
that accurate sales forecasts play an 
important part in production planning, 
transportation and warehousing by con- 
tributing to two important subjects: 
better customer service and more corpo- 
rate profit. 

Accurate sales forecasts make possible 
better customer service because they 
enable scheduling of production, trans- 
portation, and storage in such a manner 
as to have the right product at the right 
place at the right time and in the right 
quantity. This helps to assure good serv- 
ice which is a MUST today. 


Production Workshop Held in San Francisco 


There are, according to Mr. Oakes, a 
number of ways in which sales forecasts 
can contribute to more profit through 
lower manufacturing costs. First, they 
make it possible to plan production in 
such a way as to run equipment as 
evenly as possible. 

Second, in the case of Crown-Zeller- 
bach Corporation, they make it possible 
to run the best sequence of production 
on the paper machines. Proper planning 
can cut manufacturing costs consider- 
ably by proper sequences of running 
various grades and colors on the paper 
machines. 

Third, sales forecasts can contribute 
considerably to lower costs by making 
it possible for each product to be run 
on the best machine available under the 
circumstances. By proper planning, based 
on knowing what the demand will be 
in the future, products can be run on 
machines that contribute more to profit 
than would be the case if placed on 
other machines. 

Fourth, considerable money can be 
saved on lower storage costs. If a com- 
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pany knows what it is going to sell, it 
is possible to keep inventory levels at a 
point where the company can give the 
desired service and at the same time 
avoid excessive inventories. 

Mr. Oakes claimed that sales fore- 
casts have a great influence in reducing 
transportation costs. Forecasts can give 
information on the four things that 
must be known in order to ship in: the 
most economical manner: What to de- 
liver; when to deliver; what quantities 
are to be delivered; and where the prod- 
ucts will be delivered. It is possible, and 
necessary, to determine what quantities 
of specific products will be required in 
a general area with a reasonable degree 
of accuracy as to timing. Having this 
information makes possible sufficient 
planning of production, inventories, and 
storage to make possible the most eco- 
nomical transportation. 

Transportation is affected in another 
way, also, involving longer-range plan- 
ning. Knowing what products are going 
to be required in certain areas in the 
future enables the placing of any new 
manufacturing and converting facilities 
in locations where the total transporta- 
tion bill will be the lowest possible. The 
sales forecast is the most important 
single item the company can use in put- 
ting all the complex pieces of the trans- 
portation plan together for new facili- 
ties; and the final transportation costs 
which develop can make the new facility 
either a profitable or an unprofitable 
venture. 

Mr. Beckers, controller of Crown- 
Zellerbach Corporation, followed Mr. 
Oakes and told how the information 
needed by the operating man is ob- 
tained. In addition, he spoke of the ways 
in which information obtained was sub- 
stantiated, how and when the informa- 
tion is made available to the operating 
departments, and what further use the 
company makes of the information. 

He confined his remarks to informa- 
tion relating directly to the over-all 
plan for pulp and paper operations and 
the conversion of paper into industrial 
and consumer uses. One complication in 
the planning results, according to Mr. 
Beckers, from the fact that the sales 
organization is formed around classes of 
customers rather than around produc- 
tion centers. It is necessary to obtain the 
sales forecast by selling divisions and 
then relate it to production centers. 

The basic element necessary for such 
planning is a reliable sales forecast. This 
forecast is obtained from the sales de- 
partment, working in conjunction with 
market research as to the validity of the 
sales assumptions and with production 
planning as to the capacity to produce 
the forecasted sales. 

(Continued on page 438) 
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... Or is it under control? 


with Burroughs Accounting Machines, you know 


Best bet for any businessman harassed by accounting data that’re 
tardy, error-ridden or just plain inadequate: bring Burroughs Sensi- 
matic Accounting Machines into action fast. 
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at the flick of a knob, wrap up many—quickly and automatically. 
And you can be sure that the figure-facts you need to comprehend, 
control and guide your business with pinpoint precision will be in 
your hands when you need them. 


Details? Demonstration? Call our nearby branch, or write to 


Burroughs Corporation, Burroughs Division, Detroit 32, Michigan. 
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property records 


Do you know whether every piece of equip- 
ment listed on the property records actually 
exists in the plant? 

More often than you might suppose, ma- 
chines are sold, scrapped or replaced and yet 
remain on the list of physical assets. 

One of the advantages of an American 
Appraisal study is the elimination of “‘ghosts” 
in property accounts—giving you a more ac- 
curate basis for figuring costs, profits and 
taxes. 
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Mr. Beckers mentioned two basic 
methods of forecasting used by the sales 
department. These are the “grass roots” 
forecasting technique and the adminis- 
trative technique, depending upon the 
characteristics of the market. 

The first technique, the grass roots 
one, consists of obtaining from indi- 
vidual salesmen the estimate of what 
each one will sell during the ensuing 
period. This information is gathered to- 
gether by selling divisions and reviewed 
by divisional managers, and finally, the 
divisional summaries are weighed by top 
sales management. 

In those fields where the administra- 
tive or share-of-the-market technique 
may be used, the forecasting is rather 
less detailed and is usually made in the 
first instance by market research. The 
forecast is then broken into detail by 
selling districts and is there reviewed 
for validity. After this the summaries 
are reviewed and approved in much the 
same manner as the grass roots fore- 
casts. 

When top management is tentatively 
in agreement with the sales forecasts, 
market research makes another test of 
the validity of the conclusions against 
known economic and market factors. 
Comments from this department are 
submitted to top sales management 
which adjusts the forecasts as it deems 
necessary. 

The sales forecast, which at this point 
is in units, is then submitted to the pro- 
duction planning department which ten- 
tatively assigns the product lines by 
mills, taking into consideration neces- 
sary inventory levels and the anticipated 
delivery schedules. This part of the 
planning is important because the prod- 
uct must be available at the proper time 
and place if it is to be delivered to the 
customer when he wants it. 

Then, when the production planning 
department has completed its work, the 
sales forecast becomes a sales plan. The 
sales plan becomes the base for calcula- 
tion of profits by product line, selling 
divisions and corporate entities. This 
leads to further plans of cash flow, capi- 
tal expenditure programs, and establish- 
ing of operating budgets. This conver- 
sion process involves many members of 
the controller's staff and other depart- 
ments, whose work Mr. Beckers de- 
scribed briefly. 

Mr. Beckers said that the assignment 
of sales accounting is to develop net 
realizable sales dollars for selling divi- 
sions and net sales for product groups. 
The gross sales dollars, in both in- 
stances, are reduced by applicable cash 
discounts and delivery expenses, and 
sales dollars by selling divisions are fur- 
ther reduced by planned advertising ex- 


Production Workshop (coninued from page 436) 


pense, promotional expense and other 
selling expense. Sales accounting is also 
responsible for calculating sales division 
product group gross product. 

The cost accounting department works 
on the forecast from the viewpoint of 
the productive facilities involved. Since, 
for instance, the Crown-Zellerbach Cor- 
poration has many machines which are 
capable of producing the same products 
at many locations, and at varying costs, 
and, in addition, has many multipurpose 
machines at different locations, the fore- 
casted volume assumes greater impor- 
tance, since the production is scheduled 
first on the most effective machines. 

The cost accountants revise cost in- 
formation on a continuing basis as 
changes and improvements are made at 
the mills. To make this information 
available, the company maintains a profit- 
rating system which compares the gross 
profit on every grade and product line 
with the gross profit on the grade of 
paper believed to have the most com- 
petitive market price. This information 
is useful in assigning production since 
these profit ratings are related to par- 
ticular machines. 

When the forecast has been completed 
to the point of gross profit from sales, 
financial accounting enters the picture 
to complete the income statement for 
such items as general and administrative 
expense, interest and other financial 
costs, provision for doubtful accounts, 
and, in conjunction with tax account- 
ing, makes a forecast of taxable income 
and the resulting taxes. Thus, according 
to Mr. Beckers, it is now possible to 
prepare a roughly estimated balance 
sheet by applying the resulting income 
statement to the latest available actual 
or projected balance sheet. The impor- 
tant factors are the current assets and 
liabilities for this gives a knowledge 
of what cash may be available from op- 
erations, what level of receivables may 
result from discount and credit policies, 
and what inventories may be required 
by the production and service plans. 

Now it is possible to make a prelimi- 
nary cash flow chart, matching the avail- 
able cash against commitments, and to 
indicate to management the amount of 
cash available for other than operating 
purposes. 

Mr. Beckers said that in all the com- 
pany’s planning the aim is optimum 
profit. And in all the planning to 
achieve the optimum profit, the com- 
pany takes into consideration the needs 
of the customers, and the rights of the 
employes, stockholders, creditors, and 
the federal, state and local governments. 

The short-range planning extends 
through five quarters, the first two of 

(Continued on page 440) 
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you...assuring | Which are as accurate as possible, the 
that old records | third of which must be reasonably ac- 
INC willbeavailable | curate, while the final two must indicate 
when needed P 
and ye: | trends in reasonably narrow areas. 
disposed of | Having completed the translation of 
promptlyas | the sales plan into an income statement 


poesia oar | and into a rough preliminary balance 
| sheet, the company is ready for financial 
| forecasting. There are three areas which 
RECORD CONTROLS, INC. | use the preliminary financial forecast 
CHICAGO ¢ 2095S. La Salle Street | and in which decisions must be made 
| before a final forecast can be made. 
| These areas are budgetary control, profit 
| planning, and capital investment. 
| In any company’s operations there are 
| activities which may be increased or de- 
| 
| 








| creased as conditions warrant. Some of 
| these operations might be advertising, 
| research, public relations, and others. 
| Such activities are usually more or less 
| under budgetary control and the ap- 
| proval of management must be obtained 

periodically. When management changes 
| the emphasis on certain activities, the 
| preliminary financial forecast must be 
| revised. 

The second or semifinal financial fore- 
cast is subjected to one further scrutiny— 
its acceptability for profit planning. In 
other words, whether it must be revised 
or reconsidered in the light of contem- 
plated changes in dividend policies, sale- 
and-leaseback planning, commitments un- 
der loan or preferred stock agreements, 
the effect upon industry and the economy 
in general, the required investment in re- 
| ceivables and inventories, and its desira- 
| bility from an over-all corporate view- 
THE | point. If the financial forecast meets these 
| tests, it then becomes the basis for the 


INTERNATIONAL | capital investment program. 


Mr. Beckers contended that if a com- 


SYSTEMS MEETING | pany is to maintain its position in an in- 








dustry, it is necessary that it have a con- 
tinuing capital expenditures program 


October 13-14-15, 1958 | which will, first of all, maintain its 
Penn-Sheraton Hotel—Pittsburgh plants in operating condition, and, sec- 
° ondly, keep the plant current with the 


developments of the art. This may be 
| termed the basic capital expenditures pro- 
gram and must be considered as a com- 
mitment against current cash. 
Furthermore, in conjunction with its 
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. | this case projected a longer period of 

Mail Address: time, usually five years, serves as a basis 


1958 International Systems Meeting for planning on a reasonably long-term 


Penn-Sheraton Hotel, Parlor 70 G | basis. 

Pittsburgh 19, Pa. The combination of the short-range 
and long-range forecasts gives manage- 
| ment an indication of the general direc- 
, | tion in which the company is going and 
| | steers its thinking and planning into 
| broader channels which will not become 
| clearly defined until long after the cur- 


| rent period has passed. 





















































Production Workshop (coninued from page 438) 


When these activities have been com. 
pleted, the financial forecast is again te- 
worked, on a complete profit and loss 
and balance sheet basis and is used as 4 
standard against which performance and 
progress are measured. 

Mr. Beckers referred back to Mr. 
Oakes’ comment that lead time is an im- 
portant factor in scheduling operations 
in such a manner as to produce the high- 
est profit. Mr. Beckers added that time- 
liness is just as important in reporting re- 
sults against plans. When the plan has 
been translated into standards, those stand- 
ards also serve as guideposts. When actual 
performance indicates that the plan is not 
being carried out, management must know 
the reasons for the failure of the plan. 

At the same meeting a report entitled 
“Management of New Products’ was 
presented by representatives of Booz, Al- 
len & Hamilton, management consult- 
ants. There were five main sources of the 
data presented in the report. First, more 
than 300 reports from BA&H records of 
work with clients were analyzed. Second, 
leadership or participation in 15 national 
conferences and seminars proved to be a 
means of sampling broad groups of opin- 
ions beyond the scope of formal inter- 
views. Third, a thorough study of public 
and private literature led to a record of 
600 written sources. Fourth, 40 com- 
panies with real or reputed success in de- 
veloping and launching new products 
were given special study. Fifth, separate 
data filed on the practices of 400 manu- 
facturers were established. Information 
was collected from company visits, per- 
sonal interviews, conferences, mail and 
literature. 

The importance of new products was 
listed under three major headings. The 
first point was the importance of new 
products in company growth. The first 
idea was that our “growth” industries, 
such as drugs, chemicals, and electronics, 
have been “new products” oriented. In 
addition, within all industries, most 
growth companies attribute a large per- 
centage of their sales and profitability to 
their new products. It is about “‘par’’ to 
have about 50 per cent of sales in prod- 
ucts new to the company since World 
War II. : 

The second point was the discussion of 
the importance of new products to proft 
margins. For one thing, new products 
have a characteristic pattern to their sales 
volume and profit margin curves, but 
these two curves are different. This can be 
studied by the plotting of sales graphs. 
Also, the time scale varies by product and 
industry, but every product must expect 
to be pre-empted eventually by another 
product. Long before this occurs, produc- 
tion will catch up with growing demand, 
and the product degenerates into profit- 
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less price competition. Thus, as a business 
strategy, @ company must plan to run 
ahead of price competition by differentiat- 
ing its products and introducing new 
products that can command better mar- 
gins. ; 
Business success is governed not only 
by what you do, but by what others do. 
Therefore, the underlying secret of busi- 
ness success has been to be in the right 
business at the right time. This strategy 
is expressed by the selection and devel- 
opment of company products. Over-all 
profit margins can be sustained only by a 
continuing flow of new products, not 
only to replace sales volume, but to bol- 
ster shrinking profit margins. 

The third point was the importance of 
new products for business planning. The 

oint was made that company plans must 
begin with the product plans. The growth 
plans of a company are at the core of 
management interests. New products are 
a major factor in the growth plans of 
companies today. Management 1s _there- 
fore concentrating heavy attention on new 
products. The recognition of the impor- 
tance of new products is reflected in the 
rising rate of new product activity. For 
instance, almost all companies say they 
are working on new products or confess 
they wish they were. Also, an increasing 
number of companies recently have estab- 
lished special new product or product- 
planning departments. 

New products present basic challenges 
to management. The report by BA&H 
listed three major challenges which man- 
agement faces in the development of new 
products. The first problem is the uncer- 
tainty of new products results. For one 
thing, they are more likely to fail than 
succeed, and, second, the companies that 
can least afford it have the highest failure 
rate. The second problem is the shortage 
of scientific manpower. This can be in- 
creased in total only slowly. Immediate 
relief can come only in better utilization 
of existing manpower. The third prob- 
lem is the difficulty of organizing and 
controlling the new product process. The 
most stubborn problems have proved to 
be management problems of organization, 
operations, objectives, and _ evaluation, 
and they center in human rather than 
technical problems. 





Administrative Assistant 
An _ excellent opportunity for ex- 
perienced person to associate with 
multi-plant corp. Must be qualified 
with approximately 10 years of ad- 
ministrative background. Resource- 
ful, able to take responsibility, with 
promise for rapid promotion to ex- 
€cutive post. State full history first 
letter. Salary open. Box #D2343. 
The Controller, 2 Park Ave., New 
York 16, N. Y. 
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These days, when favorable earnings reports are a rarity, 
you'll find one of the secrets of management success is a 
relentless program of cost reduction. Diebold can show you 
a program that has increased productivity as its target. 


record-handling 


Use Modern Methods To Do The Job: increased clerical pro- 
ductivity is virtually an automatic benefit when you put the 
motorized efficiency of Diebold Rotary Files to work. Keyed to 
modern record-handling procedures, these new files accelerate 
record processing. Your personnel become more efficient and 
productive! 


idea can help you 


A further economy lies in the ability of Diebold Rotary Files: 
to accommodate your present records . . . including tab cards 
and tissue copies. No time-wasting, costly transcription neces- 
sary. And records are held upright constantly . . . no belts will 
wear or fray your records. Another advantage: the complete 
top of the record can be used for guiding. 


SLASH 


Diebold Rotary Files are made in over a hundred different 
types... you can be sure of getting the right one for your 
application. And you're offered a wide choice of operating 
controls. Let Diebold show you how to cut costs through increased 
productivity. A newly-published brochure details the Diebold” 
Rotary File story. Your free copy will be sent on request. 
Mail coupon today! 


clerical costs! 
DIEBOLD 


tw co RP COR A TE © 
CANTON 2, OHIO 


Gentlemen: Please send me your new brochure on 
Diebold Rotary Files. 
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CHALFONTE + HADDON HALL - ATLANTIC CITY 


BUSINESS MEETING FOR MEMBERS 
TECHNICAL SESSION 
Opinion Research Corporation 


Subject: 


Current Trends in Corporate Annual Reporting 


LUNCHEON 


Speaker: 


TOPICAL 
Subject: 


Clifford F. Hood, president, United States Steel 
Corporation 
CONFERENCES 


Taxes 


Moderator: John McFarland, manager, Tax Department, Sun 


Speakers: 


Subject: 


Speaker: 


Subject: 


Subject . 
Speaker: 


Oil Company 

C. Rudolph Peterson, Esq., Lee, Toomey & Kent 
and Dr. Alfred Buehler, professor of Economics, 
Graduate School, University of Pennsylvania 
Direct Costing (Panel discussion) 

Wayne Keller, comptroller, Armstrong Cork Co. 
Legal Aspects of Records Retention—Controller- 
ship Foundation 

Economic Depreciation 

William Werntz, Touche, Niven, Bailey & Smart 


TECHNICAL SESSION 
Management and Control—du Pont’s Concepts and Methods 
LUNCHEON 


Subject: 


Speaker: 


Personnel Development in a Large Corporation 
Dr. D. H. Dawson, vice president, E. I. du Pont 
de Nemours & Company 


INDUSTRY ROUND TABLES 
BANQUET/DANCE 


PANEL DISCUSSION 


Subject: 


Speakers: 


Corporate Financing and the Money Market 

Walter E. Hoadley, Jr., treasurer, Armstrong Cork 
Company; A. B. Hager, Jr., vice president and 
syndicate manager, Halsey, Stuart & Company; 
James J. O'Leary, director of Investment Research, 
Life Insurance Association of America; James M. 
Large, chairman of the Board, Provident Trades- 
mens Bank & Trust Company; and Phillip L. 
West, vice president, New York Stock Exchange 


LUNCHEON 
Speaker: Ronald Reagan 
ALSO SPECIAL EVENTS FOR THE LADIES 


| Sponsored. by the Philadelphia Control of Controllers Institute 
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Role of Transfer Payments 


in Recession 


Transfer payments, or money disbursed 
to individuals for which they render no 
current service, have done a great deal to 
cushion the fall in payrolls during this te. 
cession, says the National Industrial Con. 
ference Board. Between August 1957 and 
May 1958, wages and salaries, seasonal] 
adjusted at an annual rate, declined by $8 
billion, However, chiefly owing to a $5 
billion increase in transfer payments dur. 
ing this period, total personal income fel] 
by only $3 billion. A rise of 135 per cent 
in unemployment benefits made up over 
half of the $5 billion gain in transfer pay. 
ments during this nine-month period, 
while almost $2.4 billion of it was ac. 
counted for by increased old age, survivor. 
ship, and disability benefits. 

Transfer payments have grown rapidly 
in the last three decades and now play a 
major role in America’s economic life. In 
1929 they stood at $1.5 billion, or less 
than two per cent of personal income. 
During the first five months of this year 
they were at an annual rate of $24.5 bil- 
lion, or more than seven per cent of per- 
sonal income. The heaviest expansion has 
come since the end of World War II as 
transfer payments quadrupled between 
1945 and 1958 and the proportion of per- 
sonal income they accounted for doubled. 

Most transfer payments today are dis- 
bursed by government agencies—federal, 
state and local. They consist mainly of so- 
cial insurance, public assistance and vet- 
erans’ benefits. In addition, government 
transfers include miscellaneous smaller 
outlays, such as profits of ships’ service 
stores, and payments for the care of foster 
children in private homes. There are also 
business transfer payments. These are 
largely consumer bad debts and corporate 
gifts to nonprofit institutions. 

Since 1940 the relative importance of 
the various programs making up the trans- 
fer total has shifted widely. For example, 
today more than 60 per cent of all trans- 
fers are social insurance benefits, and only 
12 per cent are public assistance payments. 
In 1940 the proportion of PE in the 
form of social insurance was only half as 
large, or 31 per cent, while public assist- 
ance accounted for almost 34 per cent of 
the total. 

Veterans’ benefits, which represented 
only 7 per cent of the total before the war, 
were nearly 50 per cent of the total in 
1948. They have now fallen back to less 
than one-fifth of all benefit payments. 



































































seven special services 
write for this handbook-in-a-capsule 


ASSOCIATED TABULATING CONSULTANTS 
2629 North Charles Street 
Baltimore 18, Maryland 
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WILLIAM B. ALEXANDER 
Fidelity-Baltimore National 
Bank & Trust Company 

Baltimore 





JOSEPH H. CAREY 
Kelsey-Hayes Company 


Detroit 








Picture 
not available 
at time of going 
to press 











HAROLD S. KING 
Grace Chemical Company 


Memphis 


CHARLES F. WATSON 
The Todd Company, Inc. 


Rochester 


* SECTIONS | & II comprising 35 Controls appeared in the July and August issues of THE CONTROLLER 


CHARLES F. AXELSON 
United States 
Gypsum Company 
Chicago 





Cc. RAYMOND DODD 
The Ensign-Bickford 
Company 
Hartford 





HERBERT H. BLEVINS 
Merck & Co., Inc. 


Newark 


ROBERT W. HAMEL 
The Moore Drop 
Forging Company 
Springfield 





DUREN W. HOLDER 
The British-American 


Oil Producing Co. 
Dallas 





JOSEPH R. IMBER 
The Fish Engineering 


Corporation 
Houston 





OSWALD J. HOWAT 
The Hibernia National 
Bank in New Orleans 


New Orleans 





CHESTER W. SIMS 
Haberle Congress 
Brewing Co., Inc. 

Syracuse 








1958-1959 


PRESIDENTS 
OF LOCAL CONTROLS 








CONTROLLERS INSTITUTE 
OF AMERICA 


SECTION Ill* 





D. J. GUTH ROBERT F. MORRIS 


Solar Aircraft Company Don Baxter, Inc. 
Iowa Los Angeles 
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Albina Engine & Caribe Motors Corporation 
Machine Works, Inc. 
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Company, Inc. 
Vancouver Western Michigan 
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Stock Option Plans as Compensation 


The boards of directors of at least -25 
U. S. firms are still convinced of the value 
of stock options as a form of compensa- 
tion, despite the bearish market, the Na- 
tional Industrial Conference Board re- 
ports after analyzing 25 plans adopted 
during 1956 and 1957. The firms whose 
plans were studied authorized a total of 
9,522,196 shares for restricted stock op- 
tion programs during the past two years. 

Two very large companies in the 
group, known for paying substantial an- 
nual bonuses, adopted option plans in 
1957 to further motivate their executives 
and to reduce the annual cash outlay for 
executive compensation. Other compa- 
nies with plans dating back to the early 
days of the market rise in 1949 are ex- 
tending the life of their programs and 
stepping up the number of shares avail- 
able for option grants. 

No plan in the NICB analysis makes 
use of the variable price options provided 
for in the Internal Revenue Code. All set 
the price of the stock as of the date of the 
grant, though a 1954 amendment to the 





° 
Assistant Comptroller 
If you are presently the Comptroller of a 
small to medium company or Assistant 
Comptroller of a large corporation and 
have these qualifications: 
Ten years of business experience, with 
emphasis on Methods and Procedures, 
Auditing and Financial Analysis in 
addition to Statements, Taxes, C 
Payroll and General Accounting; Abil- 
ity to plan, supervise and train others; 
Experience in Auditing—Public or In- 
ternal; Baccalaureate Degree in Ac- 
counting or Finance 
please submit complete resumes in strictest 
confidence together with present earnings 
to 
Box D 2349—THE CONTROLLER 
2 Park Ave. New York 16, N. Y. 








Code now permits a company to set the 
option price by a formula related to the 
stock’s fair market value on dates subse- 
quent to those of the grant. 

The absence of the variable price op- 
tions was also noted in a previous Con- 
ference Board analysis of 24 plans put 
into effect between February 1955 and 
April 1956. However, stock prices have 
fallen since then and it might have been 
expected that some of the 1957 plans 
would capitalize on the opportunity to 
delay in setting the stock option price, the 
Conference Board notes. 

The Internal Revenue Code permits 
stock covered by options to be purchased 
for as low as 85 per cent of fair market 
value, yet only one of the 25 plans prices 
stock at less than 95 per cent. 

Eleven plans in the group spell out the 
number of shares per option. Six others 
qualify the maximum shares-per-grant in 
various ways, while the remaining eight 
make no attempt to restrict the size of 
grants. Twenty-two plans impose a min- 
imum waiting period before an option is 
exercisable. The time varies from a low 
of six months to a high of three years. 

Some plans restrict the number of 
shares that may be picked up in subse- 
quent purchases. About half the plans 
spell out the number of shares exercisable 
over the life of options. Four plans limit 
purchases to not more than ten per cent 
per year of the total granted for the ten- 
year life of the options. Four other platis 
fix the purchases at not more than 20 per 
cent per year, while another four plans 
vary the percentage of shares that may be 
purchased. 

All 25 new plans call for payment in 
full on the delivery of stock by the com- 





The right 


Ask B & M 
about: 


Treasurers 
Controllers 


General 
Accountants 


Budget Specialists 
Auditors 
Cost Accountants 


Machine 
Accountants 


Systems Men 
Tax Specialists 








To you and your organization your personnel 
problem is a special one indeed: that is why 
a talk with one of our highly qualified staff 
. .. in complete confidence . 
valuable in bringing about a prompt and com- 
pletely satisfying solution. Available to you 
always is the intimate experience both in ac- 
counting and personnel servicing for many 
companies, large and small. Write or call 
Frank W. Hastings, Kingsley 6-2300. 


BUTTRICK & MEGARY 


Organization Builders for 27 Years. 


Western Saving Fund Bldg., Philadelphia 7, Pa. 
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pany, the Conference Board reports. Some 
of the plans specifically state that the 
company is prohibited from making loans 
to optionees. However, a few plans do 
provide for installment purchases and 
two of them even allow for company 
loans to optionees. 

The Internal Revenue Code imposes no 
limit on the life of a plan. A company 
may let its plan continue in effect until all 
options are exercised, or terminate it on a 
fixed date of its own choosing. Eleven of 
the plans studied have an indefinite life. 
The remaining 14 have fixed termination 
dates—five after ten years, seven after 
five years, one after three years, and an- 
other after approximately six and one- 
half years. 


The Advertising Budget 
(Continued from page 417) 


low-up are basic ingredients in almost 
every successful program. While cumula- 


tive impact is important, there is little 
hold-over value; individual ads and entire: 


programs are quickly forgotten. Styles in 
advertising and motivational appeals have 


a way of changing which can quickly un-’, 
dermine acceptance of products whose ‘ 


makers’ advertising is outmoded. 


Weighing such factors, it seems as per- ' 


ilous to stand still in the promotional area 
as it does in product development and 
technology. The “new model” is synony- 
mous with growth and progress, in office 
equipment, machine tools and testing de- 
vices as well as in automobiles and fashion 
accessories. The virtues of the new model 
are one of the fundamental advertising ap- 
peals. 


WANTS VS. NEEDS 

One of the criticisms of current adver- 
tising, especially among advertising peo- 
ple, is that too much of it describes the 
same old things. The role of advertising, 
these critics confirm, is to stimulate wants, 
not merely help fill needs. Hence the need 
for a constant parade of new and im- 
proved items which have more exciting, 
built-in sales appeal. Product development 
and advertising are two sides of the same 
coin—the profit dollar. 

The wants-and-needs argument is bol- 
stered by statistics. A recent analysis of 
consumer spending since 1929 showed 
that discretionary spending—for every- 
thing above the basic requirements of liv- 
ing—declined from slightly over ten pet 
cent of personal income to nearly zero in 
the depression years of the 1930's, then 











WANTED—CONTROLLER MAGAZINES 


We’re sold out again on these issues needed to 
complete “‘back-copy subscriptions” or to 
“single copy” requests: April and May 1958. If 
you have extra copies or have read your copies 
and will part with them, send to the Circulation 
Manager, The Controller, Two Park Ave., New 
York 16, N. Y. 
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dimbed to 40 per cent in 1957. To the ex- 
tent that advertising contributes to this 
achievement, its diminution can work the 
other way. 

Of course, advertising efforts and adver- 
tising dollars need not be the same. 
Through more effective utilization, it may 
be possible to do as good an advertising 
job with less money. However, as popu- 
lation growth, family formation, personal 
income and other factors continue to rise, 
expanding the task for advertising to ac- 
complish, they establish a floor beneath 
which sustained return per dollar can 
hardly be expected. Meanwhile, the econ- 
omies may not work out, and the compa- 


nies which gambled on them may find 
themselves with a lower share of the mar- 
ket than they enjoyed before. 


AIDS TO DECISION 

For those who must decide one way or 
the other at this juncture, the Advertising 
Council presents seven reasons for pro- 
ceeding confidently: 

1. More people. The United States has 
doubled its population in the last 50 
years, and its prosperity curve has always 
followed the population curve. 

2. More jobs. Although employment in 
some areas has fallen off, there are 15 mil- 
lion more jobs today than in 1939, and 
there will be 22 million more in 1975. 





3. More income. Family income after 
taxes is at an all-time high of $5,300 and 
is expected to pass $7,000 by 1975. 

4. More production. In this country, 
production doubles every 20 years. We 
will require millions more people to make, 
sell and distribute our products. 

5. More savings. Individual savings are 
at the highest level ever—$300 billion— 
a record amount available for spending. 

6. More research. The $10 billion spent 
each year will pay off in more jobs, better 
living, and whole new industries. 

7. More needs. We need $500 billion 
worth of schools, highways, homes, dura- 
ble equipment. Meeting these needs will 
create new opportunities for everyone. 








Problems of Control Under Varying Volume Conditions 


(Continued from page 427) 


Entire Plant Entire Plant Entire Plant 





Product A Product B Product C 

Units Normal Capacity 16,000 48,000 12,000 
Sales Normal Capacity $16,000 $48,000 $12,000 
Fixed Costs Absorbed 4,800 4,800 4,800 
Profit 1,600 4,800 1,200 
Profit % of Sales 10% 10% 10% 
Break-Even Point 12,000 24,000 9,600 
B/E % below Normal 25% 50% 20% 
Sales at 25% above Normal 20,000 60,000 15,000 
Profit at 25% above Normal 3,200 7,200 2,700 
Profit % of Sales above Normal 16% 12% 18% 
Sales at 20% below Normal 12,800 38,400 9,600 
Profit at 20% below Normal 320 2,880 0 
Profit % of Sales below Normal 2.5% 7.5% 0% 
10% Price Cut: 

Sales (assume 25% unit increase) 18,000 54,000 13,500 

Profit (assume 25% unit increase) 1,200 1,200 1,200 

Profit % of Sales 6.7% 2.2% 8.9% 

Sales (to hold Normal output) 14,400 43,200 10,800 

Profit (new Break-Even Point) 0 0 0 


Some further observations regarding product mix were made: 

(a) It is indicated that the current product mix could be 
improved—profitwise—by increasing B at the expense of C. If 
sales were obtainable for B and C dropped, profit would in- 
crease $900. If then, A also were replaced by B, the profit 
would rise $1,600 more, making a total profit increase of $2,500 
to $4,800 or more than double current normal profit of $2,300. 
But would it be wise to produce only B? 

(b) On a rising volume, Product B earns only a modest in- 
crease in per cent of sales but the greater number of units yields 
a greater increase in dollar profit total compared to the possi- 
bilities of A or C. 

_(c) On a falling volume, B does not lose profit as rapidly 
either in per cent of sales or in dollars, as do the other prod- 
ucts. A strong safety factor is found in the low break-even 
point of 50% below normal, as against 25% and 20%. 

(d) When prices must be cut, Product B is weaker. If a 
10% price cut produces 25% increase in volume, then all three 
products are equal in profit dollars, but B is weakest in per cent 
of sales. If a 10% price cut is necessary just to hold normal 
volume, all three classes are equal—equally bad as it wipes out 
all profit and sets a new break-even point. 

(e) As each product class has some virtue despite the ad- 
vantages which B seems to have, there are advantages to the 
diversification which product mix provides. Perhaps the “‘safety 
in numbers” of three products is worth the price it costs in 
lower dollar profit. It might be highly desirable to keep sales 
contacts and production know-how for all three products 
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against the day when the market for one or more weakens. 
Some volume of each would be easier to get than the equivalent 
volume in only one product. 

(f) It is important to understand that there is a vast cost 
difference between 25% of normal capacity when entire pro- 
duction is on one product and what 25% of normal capacity is 
in that product as part of a product mix for normal capacity. 
For example, in the former case Product B would show a loss 
of $2,400, whereas as part of a mix, it shows $1,200 profit. As 
part of a product mix 25% of normal is one quarter of each 
item at the normal capacity point on the profitgraph instead of 
at the 25% ($12,000 sales) point. The difference, of course, is 
in the utilization and application of the fixed costs. 

(g) As Product B increases in per cent of total volume, 
more working capital is required. Normal sales of present mix 
are $23,000 whereas they would rise to $48,000 for 100% 
normal volume of B. 

(h) A much larger labor force is required for B. Direct 
labor cost would be $4,800 for A, $3,600 for C, but $19,200 
for B if each were the exclusive product, compared to $8,100 
for the present product mix. In times of high volume, labor 
tends to be harder to procure, whereas in times of low volume— 
well, we learned of some of the problems of controlling labor 
cost earlier in this study. 


CONCLUSION 

Thus the fourth movement of volume—sideways—poses 
problems which are interwoven with the other three—normal, up 
and down. These three might be compared to “faith, hope, and 
charity” and the greatest (trouble-maker) is “down.” There 
are some advantages, believe it or not, to suffering a spell of 
low volume. It forces management to take a more critical look 
at all activities, personnel, facilities, methods, policies, and just 
plain practices. If done intelligently, much good can result 
through pruning dead wood both animate and inanimate. Un- 
der such circumstances management often learns a great deal 
that it does not know about what makes a business tick—or 
stop ticking. Some of the dead wood can be in the form of out- 
moded or fallacious ideas—like cutting prices to increase volume 
without knowing how profit will be affected. 

Under such circumstances some managements learn for the 
first time something of the workings of the cost-volume-profit 
relationship, and understand something of the types of cost 
and how they behave. If they learn the importance of adequate 
direct margin the painful discipline of declining volume would 
seem to be worth while. 
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Pioneer Electronics User 
(Continued from page 423) 


follow, either in setting up its programs 
or in actually carrying them through to 
a conclusion. 

A year-long study of electronic meth- 
ods had been undertaken in 1951 fol- 
lowing a sequence of spectacular sales 
achievements that had caused Franklin 
Life to grow, in the preceding 12-year 

eriod, at a rate five times greater than 
that of the industry as a whole. This un- 
precedented growth was taxing the het- 
erogeneous accounting methods long in 
use at the company, and led its officials 
to conclude that life insurance generally 
would not be able to cope with the con- 
tinued demand for its services without 
the efficiency of advanced equipment; 
also, that Franklin’s future in particular 
would be seriously hampered without it. 

When the new system was ordered 
the company had about $1.3 billion of 
insurance in force, with 437,000 policies 
involved. At the end of 1957 this had 
risen to $2.8 billion of insurance in 
force, and 680,000 policies. A total of 
$3 billion of insurance will be in force 
by mid-1958, company officials estimate. 

Franklin Life’s electronic data-proc- 
essing system covers all functions in- 
volving repetitive tasks such as premium 
billing, premium accounting, agency 
commission accounting, dividend ac- 
counting (partial), and the annual valu- 
ation of reserves. Each of these, when 
done through a combination of manual, 
addressograph plate, and punched-card 
methods in nine separate departments 
represented a laborious, time-consum- 
ing, and expensive task. Done electron- 
ically, the exact opposite has proved to 
be true, Mr. Vanselow stated. 

This “combined operations” system is 
based on the use of one taped record for 
each policy, which contains all the data 
required for premium billing and ac- 
counting, calculation of policy reserves, 
etc. As such, many existing records have 
been combined into one, as have been 
many operations formerly performed 
separately by different departments us- 
ing conventional machines and methods. 
The system permits Franklin Life to 
combine on magnetic tape 12 existing 
policy records each of which formerly 
tequired, among other media, 500,000 
punched cards. 

Conversion to the Univac system was 
completed in approximately 20 months, 
Mr. Vanselow reported. In April 1956, 
after program preparation, tests, and 
de-bugging operations, the first group 
of premium notices (30,000) were suc- 
cessfully billed electronically. By the 
end of 1956, billing and accounting of 
approximately 100,000 policies had been 
accomplished. 

(Continued on page 448) 
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THE SEARCH FOR BRAINS 
IN 1962 will be easier if you 
do something about it NOW... 


Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 





trained accounting personnel tomorrow? 


The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 


from academic training in accounting. 


The result of two years’ work and constant consultation with leading 
educators, this booklet answers the questions most often asked by 
students who are undecided upon a career. The Committee has already 
sent sample copies to colleges, secondary schools and guidance 


counsellors throughout the country. 


YOU CAN PLACE YOUR OWN IMPRINT ON THE BOOKLET IF YOU WISH 
TO IDENTIFY YOUR COMPANY’S INTEREST IN YOUR COMMUNITY 





25¢ per comy 


DESIGNED FOR DISTRIBUTION 
by corporations to high school 
graduates and college under- 
graduates in their recruiting 
areas, this “career” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting per- 


sonnel. 





| Controllers Institute of America af 
| Two Park Avenue, New York 16, N. Y. | 
1 ; 

j Send me........ copies of “Moving Up in Business—A Look at Managerial 
j Accounting” at 25¢ per copy postpaid (Check enclosed _) (Bill me later | 
I | 
‘Eee ere erry res > SIRs by cca eas aoe 
WIN asc oo ds ccc ces cee ades cu vacvecemer bade oaueiee onan | 
I iia 5 505s nk 20s div oe mane de ben ere eee ee eee ; 
ME aa x cat aha ae mies ae gr SINTER A isincingianeoe 
css wii: evn’ ce ti si“ i hm itn: iid al li agi "ale to nll a = 








‘indigestion strikes... 


ing relief from “figure indigestion” by its always 


on call, around-the-clock automatic data processing 


services. 


Diagnoses are swift and accurate, application 


of treatment equally so. Besides, our highly trained 


specialists are available at clinic rates and you only 


pay for actual “treatment” time! 


Every business suffers from “figure indiges- 


tion” at one time or another, and like all diseases, 


it usually strikes at the most inconvenient time. 


Don’t endure this painful and often costly malady 


another day — just call any R&S regional data 


processing center listed below. 


RECORDING & STATISTICAL 
CORPORATION 


NATION-WIDE 


NEW YORK: 
BOSTON: 
CHICAGO: 

SAN FRANCISCO: 
MONTREAL: 
TORONTO: 


SERVICE 


100 SIXTH AVENUE, NEW YORK 13, N. Y. WOrth 6-2700 

566 ATLANTIC AVENUE, BOSTON, MASS. Liberty 2-5365 

223 WEST JACKSON BOULEVARD, CHICAGO 6, ILL. HArrison 7-7357 
560 SACRAMENTO STREET, SAN FRANCISCO 11, CAL. EXbrook 2-4341 
407 McGILL STREET, MONTREAL, CANADA. Plateau 3831 

439 WELLINGTON STREET, WEST, TORONTO, CANADA. EMpire 3-4951 











Pioneer Electronics User 
(Continued from page 447) 


By the end of 1957, all premium no. 
tice billing and accounting had beep 
converted, with a total of 680,000 poli- 
cies involved. All this was accomplished 
in the face of a constantly rising volume 
of company business totalling about 
$660 million between the time the new 
system first went into official use and 
the end of 1957. 

Although actual accounting require. 
ments, as represented in the number of 
premium notices, payments, agents’ com. 
mission entries, etc., have since 1952 at 
least doubled, Mr. Vanselow reported 
that not only has it been possible to 
forego using additional office space, but 
substantial footage has actually been 
freed for the use of other departments, 

Ten thousand square feet have al- 
ready been so released, and the pros. 
pects are that an additional equal amount 
will be saved by the end of this year, 

“Only because it was possible to turn 
this space over to other departments 
were we able to confine Franklin’s oper- 
ations to its existing buildings,” Mr. 
Vanselow pointed out. ‘Had this not 
been possible, it is only reasonable to 
assume that we would have had to erect 
an additional building to care for the tre- 
mendous growth in business which has 
occurred during the past few years. With 
building costs what they are, the savings 
effected in this area alone might well be 
expressed in terms of several million 
dollars.” 

Franklin Life’s Univac system now 
operates around the clock, 168 hours a 
week, with a computer efficiency of 94 
per cent and a production efficiency of 
86 per cent. On this basis, Mr. Vanselow 
estimates, a little more than $3 billion 
of business in force can be handled with 
the equipment presently on hand. 

“It is to us perfectly obvious right 
now that, within the next 18 months, a 
computer of substantially greater ca- 
pacity will be needed to handle the ad- 
ditional work occasioned by further con- 
tinued growth,” Mr. Vanselow observed. 
“We'll have $3 billion of business in 
force by July or August of 1958. By 
1960 we expect to be writing about a 
billion dollars of new business per year. 
Not only will this require continued 
electronic data processing, but equip- 
ment of greater capacity than that pres- 
ently in use.” 

Franklin Life owns its Univac system 
outright. “To ourselves, at least, we've 
definitely proven the wisdom of owning 
it,’ Mr. Vanselow stated. “Not only can 
its original cost be justified by the direct 
and intangible savings that accrue in 4 
surprisingly short space of time, but 
with 24-hour utilization, on a straight 
cost basis, it’s more economical to own 
than to lease.” 
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-.. when you prepare 
government-approved Copyflex Copying Method! 


Hundreds of tax accountants are using modern Copyflex 
copying machines to speed and simplify preparation 
of tax returns and schedules. They have completely 
eliminated costly, time-consuming clerical copying and 
proof reading. You surely can too! 

With Copyflex, just one original writing does it! You 
start with the government-approved and state-approved 
tax forms, identical with standard forms but printed 
on one side only. You fill in each form as usual with 
pen, pencil, or typewriter. From this original writing, 
you make sharp, clear, exact copies in your Copyflex 
machine in seconds! Letter-size copies cost less than 
a penny each for materials. Color-tinted copies can 





(BRUNING ) 





Copytlex, 


One Whiting Dees 5 a. 









tax returns | with 











be made where color-coded returns are necessary. 

Any of your Copyflex copies is just as acceptable as 
the original for filing with the government! 

That’s it! Just one original writing does it all. No 
time wasted on costly statistical typing, no proof 
reading, no copying errors, no messy and hard-to-read 
carbon copies. You get returns and schedules out 
faster, save hundreds of dollars in clerical work. 

Copyflex machines are quiet, clean, odorless... 
require only an electrical connection ...can be oper- 
ated by anyone. They are priced as low as $555.00 for 
the handy, desk top model shown above. Mail coupon 
below for special literature offer. 


== SEND FOR YOUR FREE COPIES!= 


Charles Bruning Company, Inc., Dept. 92-U 
1800 Central Road, Mount Prospect, Ill. 
In Canada: 105 Church St., Toronto 1, Ont. 
Please send me information on Copyflex for: 
(J) tax return work, [] general accounting. 


Name __Title 





Company 





Address 





City County State 











Corporate Pension Funds 

Assets of pension funds of U.S. corpo- 
rations totaled $19.3 billion at the end of 
1957, an increase during the year of $2.7 
billion. In general, the 1957 growth in in- 
vestment of these funds followed the pat- 
terns of previous years. 


Executive Compensation 


oten 


now makes $11,800 a year compared with 
$11,240 a year earlier. The AMA study 
covers compensation paid to more than 
8,100 executives in 286 companies 
throughout the United States and Canada. 
In small American companies middle- 
management salaries usually range from 
about $6,000 to $15,000 a year while in 
large companies they may go as high as 


designed to transmit 5,000 messages a day 
to the company’s sales, production and 
distribution units throughout the country, 
Teletypes and perforated tape machines 
are expected to give twice the speed of the 
conventional teletype circuits formerly 
used by Armour. 


United Airlines has ordered a $16 mil. 
lion passenger reservation system from the 
Teleregister Corporation. When put into 
operation, more than 2,500 ticket agents 
in 208 offices throughout the country will 
be able to obtain almost instantaneous ip. 
formation on all flights for a full year, 
The system utilizes telephone lines which 
will carry transmitted digital data at a rate 
of more than 1,300 words a minute. The 
system is expected to be placed in opera. 
tion in the latter part of 1960. 





Snes 30,000. 
The salary of the ‘‘average’” middle- . k Ith 
Management executive increased 4.8% A ; Worker Healt 
during the past year, compared with a This Electronic World Each of the nation’s employes stays 


5.8% increase for the previous year, ac- 
cording to an American Management As- 
sociation survey. In absolute figures, the 
average 


middle-management executive 








Armour & Company has installed an 
automatic electronic communications cen- 
ter at its Chicago headquarters. The sys- 
tem, which was installed by AT&T, is 


CONTROLLERSHIP INFORMATION SERVICE 


home from work an average of 7.9 days 
a year because of illness or injury, accord- 
ing to an estimate of the Health, Educa- 
tion and Welfare Department. 


FINANCIAL PUBLIC RELATIONS PROGRAMS 


Recently Controllership Foundation’s Information Service was 
asked to provide information about financial public relations 
programs. A single-page, check-off type of reporting form was 
sent to 29 companies with headquarters in the Greater New 
York area, with total assets of $50 million or more and whose 
stocks were listed on the New York Stock Exchange. Nineteen 
companies replied to this request and ten of these, in addition 
to filling out the reporting form, sent samples of their various 
types of financial publicity. 

All 19 respondents carry on regular financial public relations 
activities but only ten, slightly more than half, have a formal 
policy and program. Comparative analysis of information re- 
turned shows that whether or not the 19 respondents have for- 
malized financial public relations policies and programs, they 
predominantly direct their efforts to the same groups and gen- 
erally use the same media. 


To Which Groups Is Publicity Directed? 

These are the segments of the ‘‘public’”’ to which financial in- 
formation is most commonly directed, in order of frequency of 
mention: 


Stockholders 

Investment banking houses and/or security analysts 
The general public (through mass media) 
Company employes. 


Only six (31%) of the 19 companies issue financial publicity 
to their employes but five utilize house organs to reach approxi- 
mately the same group. 

Similarly, six respondents direct financial publicity to their 
customers or distributors but only three of the 19 direct any 
financial information to communities in which their plants are 
located. 


THE CONTROLLER........ se Sao ee ie ae 


Media used by a majority of the 19 respondents were: 


Publicity releases to newspapers, financial journals 
Interim financial statements 
Brochures and bulletins (primarily to bankers, analysts). 


Since all companies in the sample had securities listed on the 
New York Stock Exchange, the annual report to stockholders 
is, technically, the most widely utilized channel of financial 
reporting. 

In 14 out of the 19 companies, a single executive has the 
primary responsibility for financial public relations activities; 
in three cases two executives have joint responsibility and in one 
instance the responsibility is shared by three individuals.—FAM 


WHO IS RESPONSIBLE FOR FINANCIAL PUBLIC RELATIONS 
Title 


Control-Finance Executives—Total 7 
Chairman of Finance Committee (1) 
Financial Vice President (2) 
Vice President-Controller (1) 
Treasurer, Assistant Treasurer (3) 


Number of Companies 


Chairman of the Board of Directors 
Secretary 

Vice President, Investor Relations 
Public Relations Director or Manager 
Stockholder Relations Officer 


DS ata Sac avics 


Total 


| — 
1 & 


Combinations of titles involved where there is joint responsibility for finan- 
cial public relations are: 


President-Controller 

Vice President-Treasurer 

Vice President Finance-Secretary 

Finance Committee-Chief Financial Executive 

Vice President, Finance-Vice President, Public Relations-Secretary 








aa Se ND vcssucecc..:.. SEPTEMRER 100 





450 


Vita 








Corr 
In 
educa 
welfa 
share 
180 « 
Indus 
$38.3 
40.1 
cents 
to m 
civic 
religi 
The | 
comp 
of ne 


Barg 
Syste 

Ai 
speci 
anizal 
made 
inclu¢ 
count 
IBM 
incluc 
repro 
ah 
versic 
count 
602A 
ing f 
funct 


Man 

Bo 
corpo 
first ¢ 
tional 
whicl 
lion | 
$7 bi 
1958. 
down 
more 
ter of 
sales 
quart 
cent | 
majo! 
reduc 
two 1 
perce 


fo! 
co 
of 
fli 
fol 
wi 
fir 


¢ 
vee 





THE C 






€s a day 
ion and 
country, 
lachines 
d of the 


ormerly 


16 mil- 
rom the 
ut into 
agents 
try will 
‘OUS in- 
ll year, 
; which 
t a rate 
te. The 


opera- 


} Stays 
9 days 
iccord- 
Educa- 





yn the 
olders 
ancial 


s_the 
nities; 
n one 


FAM 


IONS 


panies 


finan- 


5 


Corporate Giving 

Industry has sharply increased its aid to 
education in the last decade, but social 
welfare projects still receive the largest 
share of corporation philanthropy. The 
10 companies cooperating in a National 
Industrial Conference Board study gave 
$38.3 million in 1955. Of each dollar, 
40.1 cents went to social welfare, 31.3 
cents to educational institutions, 10.6 cents 
to medicine and health and the rest to 
civic and cultural causes, patriotic groups, 
religious causes and international funds. 
The 1955 contributions of 163 of the 180 
companies surveyed averaged 0.7 per cent 
of net income before taxes. 


Bargain Basement Punched-Card 


Systems 

A new line of punched-card equipment, 
specifically designed to bring office mech- 
anization to the smaller business, is being 
made available by IBM. The Series 50 line 
includes two machines, a sorter and an ac- 
counting machine, as well as a standard 
IBM 24 key punch. An expanded system 
includes completely automatic calculation, 
reproducing and summary punching. The 
machines in the Series 50 are re-engineered 
versions of the IBM 82 sorter, 402 ac- 
counting machine, 514 reproducer and 
602A calculator; in each case the process- 
ing rates have been reduced but the other 
functions have been retained. 


Manufacturing Sales and Profits 


Both sales and profits of manufacturing 
corporations dropped sharply during the 
first quarter of 1958, according to the Na- 
tional Industrial Conference Board. Sales, 
which were fairly stable near the $80 bil- 
lion level during 1957, fell by more than 
$7 billion during the first three months of 
1958. Profits after taxes drifted slowly 
downward during 1957, then dropped by 
more than $1 billion in the opening quar- 
ter of 1958. Net profits as a per cent of 
sales stood at 3.4 per cent for the first 
quarter of 1958, compared with 5.1 per 
cent in the initial quarter of 1957. Every 
major industry except tobacco suffered a 
reduction in the profit-sales ratio, and in 
two industries the drop was better than 3 
percentage points. 





CONTROLLER 
Our New York office has opening 
for experienced, able executive as 
controller to assume responsibility 
of operation. Only qualified, top 
flight applicants will be considered 
for this important post. Permanent 
with good salary. State full history 
first letter. Replies confidential. Box 
#D2342. The Controller, 2 Park 
Ave., New York 16, N. Y. 
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; NEW 
ae Pe Instant 
Electric 
Clearance 


NEW 
Customatic 
Key Control 


NOW...EvVEN LOWER-COST BOW 
FIGURING WITH THE NEW pr 


omptometer 
usSstomatic 


WITH NEW SPEED-UP FEATURES 


It's the cost per calculation that counts! The Customatic Comptometer’s famous 
features, augmented by new advancements, enable you to get more.and better work 
done, at still less cost. 


New Customatic Key Control. Instantly sets to individual touch. Built-in floating 
action stops finger-fatigue. 


New Instant Electric Clearance. Touch the bar—dials are instantaneously cleared. 


New Eye-ease colors—and all the other famous Comptometer features: Accuracy 
Key—insures complete registration; giant-size, easy-to-read numerals; Direct-Action 
Keys for speedy answers (no intermediate operations); and many others for greatest 
operating ease, economy and time-saving efficiency. 


Let us prove this in your office FREE. 


Now lease any Comptometer business machine on a nationwide leasing plan through 
Comptometer offices. 





COMPTOMETER CORPORATION 
1°3 N. Paulina St, Chicago 22, Illinois 


) Arrange free office trial for me on: 

) Send me literature on: 
0 Compt ter Cust tic 
(1 Comptometer Comptograph “220M” 
1 Comptometer Commander 




















» , Name 
Firm 
Comptometer Comptograph “220M” — Comptometer Commander —Insures ac- 
with new multiplication key—more curacy in dictation. Lifetime Mag- Address. 
features than any other 10-key netic belt saves far more than ma- 
listing machine. Mail coupon. chine costs. Try it today, FREE. City Zone___State ____-- 

















TOP MEN ... 


Announcement of the election of F, W. 
Ackerman as president of the Greyhound 
Corporation, Chicago, IIl., was made re- 
cently. . . . Malte J. Carlson was made 
president of Dictograph Products Inc., Ja- 
maica, N. Y. 


Louis S. Sisto was,named vice president 
of finance and elected to the board of 
United Fruit Company, Boston, Mass... . 
Charles A. Taylor was elected chairman of 
the Finance Committee of Copperweld 
Steel Company, Pittsburgh, Pa. . . . Dan- 


recently became controller of Haberle Cop. 
gress Brewing Co., Syracuse, N. Y. Mr 
Sims is currently president of the Syracug 
Control of Controllers Institute. 

W. F. Suttles is controller of Mississippj 
Products, Inc., Jackson, Miss. . . . Johny, 
van Pelt Ill has been elected controller of 
Vulcan Materials Company, Birmingham, 
Ala. Mr. Van Pelt has been active in the 
affairs of Controllers Institute and its ge. 
search arm, Controllership Foundation, He 
served as Chairman of the Management 
Planning and Control Committee of the 
Institute 1954-56; he is currently serving 
as a vice president of the Foundation and 
chairman of its Executive Committee. 


NEW DIRECTORS... 


The following have been named to the 
Boards of their companies: Ronald Jean. 
mougin, treasurer and controller, Vulcan. 





MR. ACKERMAN 


PROMOTIONS .. . 

J. J. Black recently became assistant 
treasurer of International Business Ma- 
chines Corp., New York. . . . Thomas W. 
Kimen is now director administrative divi- 
sion, R. R. Donnelley & Sons Company, 
Chicago, Ill. . . . Battelle Memorial Inst- 
tute, Columbus, Ohio, recently announced 
that Paul R. Langdon had been named 
manager of finance and accounting. 





MR. LURIE 


MR. LANGDON 


Alexander Grant & Company, New 
York, recently named Adolph G. Lurie a 
partner. . . . The election of Raymond F. 
Bonenfant as treasurer and controller of 
Rice Barton Corporation, Worcester, 
Mass., was announced recently. 
George A. Seyfert was appointed comp- 
troller of Ekco Products Company, Chi- 
cago, Ill. 


MR. CARLSON 


MR. BLACK 


iel Woodhead Company, Chicago, IIl., re- 
cently named Walter Hoyer controller. 


NEW CONNECTIONS .. . 


Raymond D. Balcom became assistant 
treasurer and controller of Forbes Litho- 
graph Mfg. Co., Boston, Mass. . . . Will- 
cox & Gibbs Sewing Machine Co., New 
York, elected Alfred O. Leubert vice presi- 
dent and controller. . . . Richard H. Mc- 





MR. RODGERS MR 


Morrow is now treasurer of Union Starch 
and Refining Co., Inc., Columbus, Ind. 
. . . William D. Mewhort was made ex- 
ecutive vice president administration and 
operations of Revlon, Inc., New York. 
Consolidated Diesel Electric Corpora- 
tion, Stamford, Conn., has elected Charles 
H. Rodgers a vice president responsible 
for financial operations. . . . C. W. Sims 
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MR. SISTO 





. THORSTEINSON 


MR. JEANMOUGIN 


Cincinnati, Inc., Cincinnati, Ohio. ... 
Otto H. Adams, treasurer of Zollner Ma- 
chine Works, Inc., Fort Wayne, Ind. 


COMPANY CHANGES... 


National Supply Company, Pittsburgh, 
Pa., has announced the appointment of 
E. H. Thorsteinson as assistant to the presi- 
dent of Armco Steel Corporation, the par- 
ent company in Middletown, Ohio. Mr. 








MR. GRAHAM 


Thorsteinson is a past president of the 
Pittsburgh Control of Controllers Insti- 
tute. Gordon R. Graham succeeds Mr. 
Thorsteinson as controller of the National 
Supply Company. 


ADDITIONAL DUTIES .. . 


Phoenix Iron & Steel Company, Phoe- 
nixville, Pa., has made Robert G. Gersten- 
eker vice president and controller. . . . 


(Continued on page 454) 
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* This keyboard 
entry check dial is 

provided only 
on the Marchant, 
among all 
» American-made 
calculators. 


Whether the problem is addition, subtraction, multiplication or 
division, touching just one wrong key in the keyboard can lead to 
a wrong answer. That is why, on other types of calculators, the 
keyboard is a danger zone that constantly threatens figurework 
accuracy. Getting wrong answers increases figurework costs... 
and wrong answers themselves can be costly! 

But with the Marchant calculator it’s different. Ona Marchant, 
the keyboard zone is a safety zone! Only on a Marchant* do you 
get straight-line, kReyboard-dial proof of accuracy. You can see 
every entry at a glance. Marchant’s immediate, visible proof of 


right entries means you can be confident of right answers! 


Ask the local Marchant Man to show you how this accuracy 
insurance can save you from expensive errors, cut your figurework 
costs, and boost figurework output. Or, send the coupon for full 


information. 





NO NEED TO WAIT FOR YOUR 

NEW MARCHANT CALCULATORS— 
THEY'RE EASY TO OWN OR LEASE 

With a Marchant “Pay As You Save” plan, you can 
have your new Marchants now . . . and spread your 
cash outlay over 6, 12 or 18 months. Or, ask about 
Marchant’s two lease plans that let you keep your cash 
Teserves for timely uses while making low monthly 
payments. 


Modern Management Counts on Marchant 


MARCHANT CALCULATORS 


Division of SMITH-CORONA MARCHANT INC. 
OAKLAND 8, CALIFORNIA 


MARCHANT CALCULATORS, OAKLAND 8, CALIFORNIA 
Please send us more information on: 


(] How the accuracy and ease of Marchant calculators can cut our 
figurework costs and lighten our figuring burden. 

—-] Marchant’s “Pay As You Save” Plans (6, 12 and 18 months). 

1] Marchant’s Lease Plans (perpetual lease or lease with option 
to buy). és 
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Traveletter® 


The modern system for handling 
sales expenses... Since 1894 


Descriptive Brochure on Request 
TRAVELETTER CORPORATION 
GREENWICH 2,CONNECTICUT 
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ARE CONTROLLERS PLANNING 
FOR THEIR OWN RETIREMENT? 
James V. Class 


May 1958 


KEEPING BUSY THOUGH RETIRED 
Royal B. Alcott 


Two Book Reviews 
April 1953 
Some Observations on Executive Retirement. 
By Harold R. Hall. Reviewed by K. Y. Siddall 
May 1958 
Retirement: A New Outlook for the 
Individual. By Gifford R. Hart. Reviewed by 
Louis M. Nichols 
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MR. STEIN 


Personal Notes (Cont. from page 452) 
Edgar S. Hill is now vice president and 
comptroller of Fairchild Camera and In- 
strument Corporation, Syosset, N. Y.. .. 
Raymond J. Kenard has become secretary 
and vice president-finance of the Coastal 
Foods Company Division, Consolidated 
Foods Corp., Cambridge, Md. 

Russell D. Richardson has assumed the 
responsibility of vice president of finance 
as well as treasurer and controller of Tide- 
water Oil Company, San Francisco, Calif. 
. .. Herman W. Stein has joined the 
Board of A. C. Nielsen Company, Chi- 
cago, Ill., as vice president and controller. 
He served as president of the Chicago 
Control of Controllers Institute, for the 
year just past... . Barnhart Haugen, 
vice president and treasurer, Oliver Cor- 
poration, Chicago, IIl., has been elected 
chairman of the company’s newly created 
Financial Committee. 


NEW APPOINTMENTS .. . 


Edward A. Wall has accepted a part- 
time job as executive secretary to the Civil 
Service Commission of the town of Ham- 
den, Conn. . . . Oscar A. Zeitz, treasurer 
and assistant secretary of Hoffmann-La- 
Roche, Nutley, N. J., was elected to the 
board of directors of the Bank of Nutley. 
. . » Fred W. Mill, assistant secretary-con- 
troller of the National Supply Company, 
Torrance, Calif., was elected president of 
the Torrance Chamber of Commerce for 
the year ending June 1959. Mr. Mill is a 
past president of the Los Angeles Control 
of Controllers Institute. 

The National Board of Directors of 
Controllers Institute, at its meeting on 
August 22, 1958, 
in New York 
City, elected Le- 
land K. MacFar- 
land, secretary 
and treasurer, 
Kingland Oil 
Co., Oklahoma 
City, Okla., to 
succeed L. W. 
Bennett as a di- 
rector for Region 
IX. Mr. Bennett, 
who had been 
treasurer with the Sunray Mid-Continent 
Oil Company, Tulsa, died June 20, 1958. 
Mr. MacFarland was president of the Ok- 
lahoma Control for the 1957-58 year. 





MR. MACFARLAND 


MR. GLOISTEN 






MR. MULVEY 


RETIREMENTS .. . 


Theodore F. Gloisten who recently te 
tired as vice president and treasurer of the 
American Home Magazine Corp., Ney 
York, has opened a business consultiny 
office in West Hempstead, N. Y. M 
Gloisten has been active in the affairs of 
Controllers Institute for many years: h. 
served as president of the New York Cit 
Control and as a national director and 
chairman of the Budget and Finance Con. 
mittee of the Institute. . . . After more 
than 40 years’ service as assistant controller 
of Humble Oil & Refining Company, 
Houston, Texas, J. Ralph Mulvey retired 
on August 5. Mr. Mulvey has served Con. 
trollers Institute in many capacities—first, 
as president of the Houston Control, fol: 
lowing which he was a national director 
for six years, during which time he also 
served as regional vice president of Region 
IX for four years. He was a trustee of 
Controllership Foundation, research arm 
of the Institute, for five years. 


HONORS TO... 


Mary J. McCann, Kansas City, Mo, 
who has been elected president of the 
American Woman's Society of Certified 
Public Accountants for the year 1958-59, 


SPEAKERS .. . 


George G. McConeghy, controller of 
Allen B. Du Mont Laboratories, Inc., Clif- 
ton, N. J., spoke at the bimonthly lunch- 
eon meeting of the Association of Water 
Transportation Accounting Officers held 
in New York in late June. His subject was 
“The Place of the Internal Auditor on the 
Management Team.” Edward G. 
Sommer, assistant treasurer, General Ply- 
wood Corporation, Louisville, Kentucky, 
recently pe sada a seminar held by the 
Kentucky State Highway Department. He 
chose as his subject “Financial Planning 
and Budgeting.” Mr. Sommer is the in 
coming president of the Louisville Con- 
trol of Controllers Institute for the yeat 
1958-59. 


WRITERS .. . 

Volney Pratt, vice president and comp 
troller, First National Bank of Portland, 
Portland, Oregon, has an article entitled 
“The Comptroller: Past, Present and Fu- 
ture” in the July 1958 issue of Auditgram. 
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HIGHLIGHT of the 1958 Annual Na- 
A tional Conference of Controllers In- 
titute will be 17 concurrent industry 
round tables. These round tables, sched- 
uled for Tuesday afternoon, October 21, 
provide an opportunity for controllers and 
fnancial officers to discuss common prob- 
lems and topics of mutual interest. While 
the round tables are designed primarily to 
appeal to financial executives of specific 
industries, each session is open to anyone 
attending the Conference. Specific topics 
selected by the various industry groups 
are as follows: 

Banking and Investment, A panel dis- 
cussion on the impact of electronics on 
banking operations and costs. The chair- 
man of this industry round table is Arthur 
P. Ringler, vice president and comptrol- 
let, Chemical Corn Exchange Bank, New 
York, while the vice chairman is Robert 
W. Fischer, vice president, First National 
Bank of Minneapolis, Minneapolis, Minn. 

Cement. Topics scheduled for this 
meeting include a survey of cement ac- 
counting practices, statutory depletion 
allowance for the cement industry and 
forecasting and budgeting a cement opera- 
tion. The chairman of the cement round 
table group is Robert W. Fort, assistant 
vice president-finance, Medusa Portland 
Cement Company, Cleveland, Ohio, and 
the vice chairman is R. William Rose, 
vice president-finance, Lehigh Portland 
Cement Company, Allentown, Pa. 

Chemical, Paint and Allied Products. 
Two speakers, one from a large company 
and one from a small company will dis- 
cuss the scientific applications of com- 
puters. The chairman of this group 1s 
Frank L. Linton, vice president and comp- 
troller, Allied Chemical Corporation, New 
York, while the vice chairman is Leslie 
W. Garner, vice president and controller, 
]. T. Baker Chemical Company, Phillips- 
burg, N. J. 

Drugs, Cosmetics and Soaps. This 
group will have a panel discussion on the 
control and evaluation of marketing costs. 
William R. Thomas, vice president- 
finance, Cutter Laboratories, Berkeley, 
Galif., is chairman of this group. 

Electrical Manufacturing. The over-all 
subject is financial problems in defense 
contracting. The chairman of this elec- 
trical group is George W. Marsh, Jr., 
manager of General Accounting Services, 
General Electric Company, New York, 
and the vice chairman is Daniel G. Schu- 
man, vice president and controller, Strom- 
berg-Carlson Division, General Dynamics 
Corporation, Rochester, N. Y. 

Fire and Casualty Insurance. A case 
history on the development of electronic 
data processing at the Royal Globe In- 
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industry Round Tables Scheduled 


for CIA Annual National Conference 


surance Group, New York, will be the 
subject. The chairman of the group is 
John B. DeNault, controller, Farmers 
Insurance Group, Los Angeles, Calif. 

Foods, Beverages and Allied Products. 
This group will discuss financing food 
processors in an inflationary economy. The 
chairman of the group is John R, Lavin- 
der, assistant secretary and assistant treas- 
urer, California Packing Corporation, San 
Francisco, Calif., while the vice chairman 
is William H. Goranson, assistant treas- 
urer and controller, Theo. Hamm Brew- 
ing Co., St. Paul, Minn. 

General Manufacturing. Robert N. 
Bayless, partner, Seaman & Company, Inc., 
Deerfield, Ill., will discuss the profit 
squeeze, with particular emphasis on the 
control of general and administrative ex- 
penses. The chairman of this industry 
group is Robert H. Meystre, vice presi- 
dent and controller, Gorham Manufactur- 
ing Company, Providence, R. I., and the 
vice chairman is Kenneth C. Sandridge, 
assistant controller, Blaw-Knox Company, 
Pittsburgh, Pa. 

Life Insurance. The members of this 
group will participate in a general discus- 
sion on budgetary control, company or- 
ganization, internal auditing—home office 
and field offices, long-range forecasting 
and planning, and operational reports for 
management. Wesley S. Bagby, comp- 
troller, Pacific Mutual Life Insurance 
Company, Los Angeles, Calif. is the 
chairman and Carl M. De Buck, vice 
president and comptroller, the Union 
Central Life Insurance Company, Cincin- 
nati, Ohio, is the vice chairman. 

Machinery Manufacturing. The pro- 
gram for this group will be a general dis- 
cussion on how management measures it- 
self—this will involve many facets such 
as return on investment, appraisal of 
executive performance, etc. J. Curran 
Freeman, controller, Dresser Industries, 
Inc., Dallas, Texas, is the chairman and 
R. A. Perkins, controller, assistant secre- 
tary-treasurer, Kearney & Trecker Cor- 
poration, Milwaukee, Wis., is the vice 
chairman. 

Metals Manufacturing. The subject at 
this round table will be establishing profit 
objectives and measuring performance. 
The chairman of the group is Ernest K. 
Mann, Jr., vice president and treasurer, 
Bohn Aluminum & Brass Corporation, 
Detroit, Mich., and the vice chairman is 
Joseph J. Schofield, vice president and 
controller, Detroit Harvester Company, 
Oak Park, Mich. 

Mining and Extractive. The topic for 
this industry group will be the evaluation 


(Continued on page 456) 
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» OPPORTUNITIES:« 


EMPLOYMENT * SERVICES * MISCELLANEOUS 
RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 
Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





HELP WANTED 





DIVISIONAL CONTROLLER 
for heavy machinery manufacturer doing $25 
million annual volume; location Cleveland 
area. Desire man with strong controls back- 
ground in heavy industry, with previous ex- 
perience as controller or assistant controller. 
Please submit resume. Salary dependent upon 
background and experience. Will report di- 
rectly to president. All replies will be an- 
swered and treated confidentially. Box 2348. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 
OR ASSISTANT 


CPA desires career position with medium- 
sized company showing excellent growth pat- 
tern. Experienced controller, researcher and 
analyst. Record includes cost reduction, work 
simplification, improved systems and pro- 
cedures, budget controls, tax savings, invest- 
ment. Box 2334. 


ASSISTANT TREASURER 
and/or 


INSURANCE MANAGER 


Are you a treasurer or controller who is so 
burdened down with details that you cannot de- 
vote adequate time to your administrative 
duties? My 22 years of experience with three 
manufacturing companies as assistant con- 
troller, insurance manager, director of account- 
ing, office and credit manager have given me 
the varied background and training required to 
be a valuable staff assistant in your organiza- 
tion. Age 46. Married, two children. Most 
willing to relocate. Box 2336. 


CONTROLLER-TREASURER 


Substantial multicorporate, multiplant experi- 
ence including management controls, budgets, 
costs, IBM systems installation, and taxes. Pres- 
ent company profitably sold. Prefer eastern 
location. CPA, B.S. degrees. Box 2337. 


CONTROLLER-TREASURER 


Financial administrative executive offers 20 
years of diversified top-level experience, 
functioning as part of management group. 
Practical experience includes executive du- 
ties, financial .organization planning, bank- 
ing relations, SEC underwriting activities, 
developing expansion and cost reduction 
programs; analyzing and interpreting costs, 
budgets, inventory and financial controls, all 
phases of general accounting, internal audit- 
ing, systems, procedures, taxes, financial and 
cost reports. Certified public accountant. 
Will travel from New York home base. 
Present earnings $22,000. Box 2341. 





NOTE: Tue ConTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 


Industry Round Tables 


(Continued from page 455) 


of new capital investment. The chairman 
of the group is Noel M. Fillastre, execu- 
tive assistant controller, Esso Standard Oil 
Co., New York, and the vice chairman 
is Wayne R. Archerd, assistant comp- 
troller, Bethlehem Steel Company, Bethle- 
hem, Pa. 

Office Equipment. The over-all topic 
will be problems associated with the grow- 
ing tendency toward the leasing of office 
equipment. The chairman of the group is 
James Lillis, controller, Burroughs Cor- 
poration, Detroit, Mich., and the vice 
chairman is R. S. Laing, comptroller, Na- 
tional Cash Register Company, Dayton, 
Ohio. 

Paper Products. Financial forecasting 
and budgeting will be discussed by the 
group of which the chairman is Joseph M. 
Lowry, treasurer, Albemarle Paper Manu- 
facturing Company, Richmond, Va., and 





SITUATIONS WANTED (Continued) 





CONTROLLER-TREASURER 


Certified public accountant, 15 years control- 
ler-treasurer, broad experience in large multi- 
company organization, all phases management 
functions, general accounting, costs, internal 
auditing, financing, taxes, profit forecasts, 
insurance, procedures and systems design, 
IBM accounting. Professional experience na- 
tional CPA firm, extensive industrial, com- 
mercial and utility audits and systems and 
procedures. Salary $25,000.00. Box 2344. 


ASSISTANT CONTROLLER 

DIVISIONAL CONTROLLER 
CPA, 38, five years public experience, five years 
manufacturing experience controller’s staff. 
Experienced in cost, budgeting, punched 
cards. Supervised general accounting, payroll, 
billing, accounts payable. Prepared work lay- 
out for computer. New York, Connecticut 
area. Box 2345. 





DEAR CONTROLLER: 

Are you playing fair with yourself? 
Or holding yourself back by trying to 
carry too much of the load? 


ASSISTANT CONTROLLER 

AVAILABLE 
Ten years heavy experience at assistant 
corporate and divisional controller lev- 
els in listed leading multiplant manu- 
facturing company. Prior experience as 
budget coordinator and chief cost ac- 
countant. 


Have supervised all controller's func- 
tions, developed standard cost system, 
integrated budgeting and reporting, in- 
itiated capital management program, 
and contributed to substantial tax sav- 
ings. 


College graduate (honors). Led semi- 
nar on controllership. CIA member. 
Presently employed. Box 2346. 











456 


the vice chairman is L. F. Beckers, cop. 
troller, Crown-Zellerbach Corporation 
San Francisco, Calif. 

Printing and Publishing. The discus. 
sion of this group will concern three 
topics: Net return on investment in the 
printing and publishing industry; map. 
agement cost controls in a recession 
period; and electronics in subscription 
fulfillment. Fred C. Thormann, com 
troller of the Conde Nast Publications 
Inc., Greenwich, Conn., is the chairman 
and Frank Marino, comptroller, American 
Book Company, New York, is the vice 
chairman. 

Public Utilities. The program for this 
group will consist of discussions of the 
trends in regulatory rate case decisions: 
accelerated depreciation; trends in 4. 
counting organizational arrangements: 
and what is new in machine accounting. 
The chairman of the group is Harold H, 
Scaff, vice president, Ebasco Services, Inc, 
New York, and the vice chairman js 
Emanuel Toder, controller, Consolidated 
Edison Co. of New York, Inc, New 
York. 

Textiles and Apparel. Final selection of 
the topics is now being determined, The 
chairman of the group is Everett L. Hull 
treasurer and comptroller, Sidney Blumen. 
thal & Company, Inc., New York, and the 
vice chairman is Harold E. Williams, con- 
troller, American Thread Company, New 
York. 





SITUATIONS WANTED (Continued) 





CONTROLLER 


Presently controller wholesale subsidiary na- 
tional corporation, seeks association with in- 
dustrial company for full utilization of growth 
potential. Complete experience systems, inter- 
nal auditing, budgets, cost analyses. Heavy 
background credit manager, export manager. 
Unusual energy, initiative, top-level manage- 
ment cooperation, excellent personnel relations, 
Will relocate. Age 40. Box 2347. 


CONTROLLER 


Present assistant to corporate controller large 
East Coast manufacturer, seeks position as 
controller or assistant. Thoroughly expeti- 
enced in all phases of modern controllership. 
Heavy in manufacturing cost control, man- 
agement planning, budgets. Over 20 years 
with nationally known manufacturers. Age 
37, now earning $13,500. Prefer New York 
City area, will relocate for opportunity. Box 
2350. 


CONTRACT ADMINISTRATION 

OR PROJECT COST CONTROL 
CPA, age 39, excellent administration and 
industrial cost background. Participant im 
negotiations, experienced with government 
procurement procedures and contracts, spe 
cial cost studies and electronic data process 
ing. Box 2351. 


ASSISTANT CONTROLLER 
INDUSTRIAL COST ACCOUNTANT 
CPA, extensive industrial cost experience 0a 
a supervisory level, budgeting, forecasts, cost 
systems, government contract activity, com 
ferences, data processing, armed services pf0- 

curement procedures. Box 2352. 
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